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THE 15th REPLENISHMENT OF 
THE INTERNATIONAL DEVELOPMENT 
ASSOCIATION (IDA) AND THE 
11th REPLENISHMENT OF THE 
AFRICAN DEVELOPMENT FUND (AfDF) 


Wednesday, June 18, 2008 

U.S. House of Representatives, 

Committee on Financial Services, 

Washington, D.C. 

The committee met, pursuant to notice, at 10:03 a.m., in room 
2128, Rayburn House Office Building, Hon. Barney Frank [chair- 
man of the committee] presiding. 

Members present: Representatives Frank, Waters, Sherman, 
Baca, Scott, Green, Cleaver, Moore of Wisconsin, Ellison, Klein, 
Carson; Bachus and Feeney. 

The Chairman. This hearing of the Committee on Financial 
Services will come to order. 

One of the most important but least noticed parts of this commit- 
tee’s jurisdiction is our jurisdiction over the relationships between 
the United States Government and the various international finan- 
cial institutions, which is one that I am very pleased that we have. 
In the Senate, the jurisdiction is in the Foreign Affairs Committee, 
but here it is in the Financial Services Committee. One strong rea- 
son for that is that under our statutory scheme, the American rep- 
resentatives to those institutions are affiliated with the Treasury, 
and the Secretary of the Treasury has the major impact, and I 
think that is appropriate. 

This committee has a history of a lot of concern in this area. In 
the previous Congress, when the Republicans were in the Majority, 
at the initiation of then-Chairman Leach, the current Ranking 
Member Mr. Bachus, myself, and Ms. Waters, four fairly senior 
members of the committee, we got together to push debt relief, 
frankly, over the objections of the Republican leadership in the 
House, the Democrat leadership in the House, and the Clinton Ad- 
ministration. People say, “I don’t like to say I told you so,” but I 
do, and we did, and we were right. And debt relief has been very 
successful. 

We recently, in a totally bipartisan way, initiated a second 
round. In the Congress before that, when the Democrats were last 
in control, we took some action that led, I believe, to the establish- 
ment of the inspection panels by dragging our feet on funding the 
tranches, and we also, I think, had a good impact on openness and 
transparency. 


( 1 ) 
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We have recently addressed in the Jubilee Act, in a bipartisan 
way, a set of views on conditionality. Again, it was a bipartisan 
one. I commend people to look at the comments that this committee 
added, not the comments, but the legislation regarding condition- 
ality. It is a very bipartisan piece of legislation. Some of the lan- 
guage was suggested by each side. 

This brings us to two of the issues we have today. I believe that 
we are much better off having these institutions than not. I think 
there have been significant improvements. In fact, when we were 
considering this in the 1990’s, we were in the midst of the 50 Years 
Is Enough campaign. While 50 years may have been enough, 60 
years doesn’t appear to be, because I am pleased that we do not 
now have the strong argument from many of the NGOs that the 
time had come to abolish the World Bank and the IMF. 

The IMF is, I will acknowledge, in a bit of a search. It is less 
clear than it used to be just exactly what it is the IMF is supposed 
to be doing because currency regimes have changed. But the need 
for development assistance to diminish poverty is, of course, as 
great as it ever was. So with regard to the World Bank, the Inter- 
national Development Association, the International Financial Cor- 
poration, and the other regional banks and their concomitant enti- 
ties, that job is still very important. I remain very supportive, and 
I believe this committee is supportive as well. 

But there are two issues. I believe that 10 years ago and more, 
there was a serious ideological bias in the approach that was 
taken. The market obviously is a great developer of wealth, but an 
excessive faith in the market alone and a hostility to public-sector 
activity can be taken too far. I do believe that in the Asian crisis 
of about 10 years ago, the Clinton Administration was guilty of at 
first pushing the wrong remedies. 

We have evolved some, and I am pleased that the World Bank 
itself has issued principles that say that conditionality has gone too 
far. The IMF has acknowledged that. Structural adjustment is a 
thing of the past, theoretically, but there remain two problems. 
First, we have received strong evidence, I believe, that more condi- 
tionality survives than was supposed to, if you read the statements. 
Now some kinds of conditionality are very important. We embody 
in our Jubilee Act a mandate with regard to debt relief for what 
I would call procedural conditionality, for openness, for democracy, 
and for opposition to corruption. But there are public policy choices 
that ought to be made without coercion by the public elements. 

This committee did a trip to Africa, a bipartisan trip, and there 
was staff on both sides, and we heard in Ghana, for instance, 
which has been a very successful economic entity, complaints about 
excessive pressure to privatize their water system. I think there 
continues to be more conditionality than there ought to be, but less 
than there used to be. That is one of the things we will be con- 
cerned about. 

Second, we have the “Doing Business” report. The “Doing Busi- 
ness” report, it is clear, does have an impact on allocations, and 
contains ideological biases, in particular, the worker section. When 
countries are incentivized by the World Bank to cut down on vaca- 
tion time and to lower pay, these are not appropriate measures for 
the World Bank to recommend. People can debate them or not. I 
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would obviously be on the other side from many of them. But we 
are not here debating whether the World Bank is right or wrong 
to include these substantively, but procedurally. They just not 
should not be imposed on countries. When Saudi Arabia looks bet- 
ter than Sweden in some aspects because of employment practices, 
things have gotten very much out of hand. 

Those two areas we will continue to discuss: excessive condition- 
ality of a substantive sort; and an intrusion of a bias with regard 
to worker rights and treatment of workers in the “Doing Business” 
report. Those are two of the issues that we will have before us. 

We have the legislative jurisdiction. I think it is time to do fund- 
ing for the International Development Association and for the Afri- 
can Development Bank. The normal way these work, people should 
know — it has for some time been unwise to bring these to the Floor 
of the House. But this committee has developed the expertise, and 
we are in touch with the Appropriations Subcommittees on Foreign 
Operations in both the House and the Senate which do the actual 
legislating. The usual procedure I hope to follow here is that we 
will be marking-up our version of these next week, and we will be 
transmitting what we vote out to the Appropriations Subcommit- 
tees on Foreign Operations, and we will hope that they will be re- 
sponsive. As I said, we will be looking in part at those issues. 

The final one — I appreciate the indulgence in time and I will give 
equal time to all — is the difficult issue with the fragile states. The 
first two, I think it is clear to me what we would like to see done 
and not done, at least to many of us. The fragile state issue is less 
ideologically charged, more a question of competence and speci- 
ficity. We do want to guard against the possibility that fragility 
will invite even more intervention of the wrong kind. But the fun- 
damental issue is what is the appropriate way to help fragile 
states, and that is one where we want to be totally cooperative and 
supportive in trying to figure out what to do. 

Now the ranking member, who has been from the time of the 
debt relief a leader in the effort to get policies that are truly re- 
sponsive to the terrible needs of poverty in the world, the gen- 
tleman from Alabama. 

Mr. Bachus. I thank the chairman for holding what I think is 
a very important hearing on authorizing the United States’ com- 
mitment to the International Development Association, the IDA, 
and the African Development Fund, thereby fulfilling our previous 
commitment to these 82 highly indebted poor countries. 

I want to associate myself with the remarks of the chairman 
when he said that this committee in a bipartisan way has been 
committed to supporting authorization and appropriation of these 
funds, which I believe are increasingly becoming more effective and 
now have an established track record of achievement and success 
in many of these countries. 

By fulfilling the United States’ commitment to IDA 15, or the 
15th replenishment of IDA, and to the AfDF 11, we fund two of the 
most effective vehicles for delivering aid to the world’s most impov- 
erished countries. As examples, in the last 15 years, IDA contribu- 
tions have helped rebuild — and these are just some specific exam- 
ples — 9,000 miles of roads in Ethiopia, tripled the number of girls 
attending Bangladesh secondary schools, and helped improve avail- 
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ability and access of 25 million people in the world’s poorest coun- 
ties to safe drinking water and sanitation. 

For countries unable to borrow at market rates to meet the basic 
medical, educational, and nutritional needs of their peoples, both 
programs are a vital financial lifeline. Not even the strongest pro- 
ponents contend that these programs are perfect, and today’s hear- 
ing offers this committee an opportunity for oversight to work with 
the Administration, NGOs, the World Bank, and others to help 
strengthen and ensure that the funds that U.S. taxpayers con- 
tribute are being used wisely and effectively. 

In this regard, recent reforms undertaken by the IDA with en- 
couragement from the United States and other donor nations are 
worth noting. Among other steps, the IDA has reevaluated the con- 
ditions placed on countries, improved its system for monitoring re- 
sults, increased its role in engagement in fragile and postconflict 
states, and is working to become more transparent. As the chair- 
man said, we have to be very careful with the conditions that we 
impose and how we impose those. 

Next week, the committee will consider legislation authorizing 
funding for both of these entities. It is my hope that we will fulfill 
our prior commitments to assist these 82 heavily indebted coun- 
tries and approve a bill free of new conditions that would weaken, 
not strengthen, the United States’ voice within the World Bank. 

As I have said before, the cost of not acting is not just hopeless- 
ness, but increased political unrest throughout the world, because 
poverty creates a fertile environment for terrorism and corruption 
and creates the type of conditions that allow dictators to thrive. 
This sentiment is echoed in the report of the 9/11 Commission, 
which states: “When people lose hope, when societies break down, 
when countries fragment, the breeding ground for terrorism is cre- 
ated.” 

I think there is general consensus among the Administration and 
both the Majority and the Minority in this Congress that this legis- 
lation is very consistent with our foreign policy objectives and real- 
ly strengthens and helps us achieve those objectives. 

Mr. Chairman, the United States Government has pledged this 
funding. It is now up to Congress to authorize it. This is an impor- 
tant and noble task. We have an opportunity to make a difference 
over the long term to countries mired in poverty and strife. We 
should not turn our backs on this important work or on them. 

While I look forward to hearing the testimony of all of our wit- 
nesses, including Assistant Secretary Lowery and witnesses on our 
second panel, I want to extend a special welcome to David Beck- 
mann, or Dave Beckmann, president of Bread for the World. Mr. 
Beckmann and I have worked together on providing assistance to 
developing countries in the past, and his book, “Grace at the 
Table,” helped inspire me to become involved in this effort. He is, 
in many regards, a mentor to me. 

With that, Mr. Chairman, I thank you again for your leadership 
on this issue. You are an inspiration to others. I applaud you for 
holding this hearing, and I yield back the balance of my time. 

The Chairman. I thank the gentleman. I think our collaborative 
efforts in this area over a long period of time have really been one 
of the highlights of the committee’s work. 
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The gentleman from California is recognized for 5 minutes. 

Mr. Sherman. I have always been an extremely strong supporter 
of increased American effort to help the world’s poor, and that is 
why nothing is more embarrassing to me than the World Bank and 
the stubborn effort of this Administration and others to funnel our 
scarce foreign resources, foreign aid resources, through the World 
Bank. 

We have a choice when we tax the American people and use 
those funds to help the world. We can funnel that money through 
the World Bank, through other international organizations, or di- 
rectly through USAID and other organizations totally separate 
from the United States Government. 

There are those who are say that whatever flaws the World Bank 
has, if we don’t put money in, the Europeans and the Japanese 
won’t either, and they will cut their foreign aid. What an out- 
rageous attack on the morality and ethics of the people of Europe 
and Japan to think that they would use our decision, a possible de- 
cision that I would advocate, not to use the World Bank institution, 
as an excuse to reduce their total aid to the world. They might join 
with us and decide to funnel their foreign aid through other organi- 
zations, but to use as the boogeyman that we have to fund the 
World Bank or Europe and Japan will immorally cut their efforts 
to the world’s poor is an insult to our intelligence and to their mo- 
rality. 

Why is the World Bank such an embarrassment? Why does it 
pose a great threat to all of us Members of Congress and others 
who support increased foreign aid? There are many reasons. I will 
focus on just one. That is the decision of the World Bank to loan 
$1.35 billion to the Government of Iran over the last 8 years. 

We will be told that this is from the IBRD and not the IDA, and 
that if we in Congress are really stupid, we will think there is a 
big difference. Let’s look at the World Bank Web site, the one be- 
fore they took it down in order to hide the truth, the one they had 
up for many years, which says IBRD and IDA are run on the same 
lines. They share the same staff, the same headquarters, report to 
the same President, and use the same rigorous standards when 
evaluating projects. IDA simply takes its money out of a different 
drawer. 

A country must be a member of IBRD before it can join IDA. Let 
me quote again the words, “They use the same rigorous standards 
when evaluating projects.” Why would we take our scarce foreign 
aid dollars and route them through a staff who decides that one of 
the good uses of money is to send it to Tehran, and how are we 
supposed to go to our colleagues and urge them to vote for more 
foreign aid when we expose them to the risk that their constituents 
will notice that some of that money is going to Iran? 

I would say there are so many deserving organizations, so many 
ways in which we can support ending poverty in the world. For us 
to send the money to the World Bank is an abdication of our re- 
sponsibility and imperils U.S. support for foreign aid. 

What does sending that money to Tehran do? It allows Iranian 
politicians to stand in front of water purification plants or sewage 
plants and cut the ribbon in the same way those in Congress know 
is so important to staying in power, because you have to bring 
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home the bacon. I know it is not kosher, but you have to bring 
home the bacon. But what better way to illustrate to the Iranian 
people that the nuclear program of their country hardly cuts them 
off from the world, but rather that the whole world is sending 
money to that government. What better way to illustrate that they 
are losing nothing by building nuclear weapons than to cut the rib- 
bon in front of a project funded by the World Bank, funded by an 
organization which is just one drawer away from a drawer in which 
we are being told to put more American money. 

Let us support our efforts to help the world’s poor by stopping 
our involvement with the World Bank until it stops funding the 
Iranian Government. That is the only way to go back to our dis- 
tricts with a straight face, not having to hope that our constituents 
don’t know what we are up to, but rather to be able to go back and 
honestly advocate for more foreign aid. 

I yield back. 

The Chairman. The gentleman from Texas. 

Mr. Green. Thank you, Mr. Chairman. I especially thank you for 
holding this hearing. I believe it to be exceedingly important. 

I have had the opportunity to travel to Darfur, Africa, and I have 
seen some of the conditions there that merit a lot of attention. But 
I have also had an opportunity, Mr. Chairman, to travel to Haiti, 
and Haiti is in our hemisphere, just off the coast of Florida. In 
Haiti, we have a poverty rate of about 80 percent. We have about 
70 percent of the people living off of $2 per day, or less; about 56 
percent, more than 50 percent, live off of $1 per day, or less. They 
have the highest HIV/AIDS rate in the Western Hemisphere. 

In Haiti, they have five seasons. Of course, we have four. The 
fifth season is the hunger season, a time when they can predict 
hunger will exist to the extent that it will cause great pain and 
death to some people. 

So I am very pleased that this hearing is taking place because 
I am very much interested in what is happening just off the coast 
of Florida in a country that begs for help. They do not have a fish- 
ing industry. They are now becoming a staging point for drugs. 
They have large-scale corruption that is being dealt with. It is my 
hope that somehow we can see some help flow to a country that 
is so near to us and in desperate need of attention. 

Mr. Chairman, again, I thank you, and I thank the ranking 
member as well. 

I yield back the balance of my time. 

The Chairman. There being no further members — Ms. Moore has 
joined us. The gentlewoman from Wisconsin is recognized. 

Ms. Moore of Wisconsin. Thank you, Mr. Chairman. 

Thank you, panel, for joining us today for this very, very impor- 
tant issue of World Bank conditionality. This is something that is 
of real interest to me, given that the chairman has given me re- 
sponsibilities as the committee’s representative to the Parliamen- 
tary Network on the World Bank. 

I am very interested in your comments. I have more questions 
than I do answers. So with that, I will yield back the balance of 
my time. 

The Chairman. The gentleman from Indiana. 
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Mr. Carson. Thank you, Chairman Frank and Ranking Member 
Bachus, for holding this hearing today regarding the 15th Replen- 
ishment of the International Development Association and the 11th 
Replenishment of the African Development Fund. 

As we consider these proposals today, we face critical questions 
about the effectiveness of current aid and how we can work to re- 
build failed or fragile states. I am very pleased that the Adminis- 
tration sought significant increases in the U.S. contribution to IDA 
and for the African Development Fund. We must target these cru- 
cial multilateral resources towards fighting the HIV/AIDS epidemic 
across the globe, combating global climate change, stabilizing 
weakened governments, and addressing the global food crisis. 

Yesterday, I met with David Miner, chair of the board of direc- 
tors for Bread for the World, and a highly respected member of the 
Indianapolis community and a very proud Hoosier. He highlighted 
the severity of the world food crisis and how important it is that 
we give weight to this problem in examining how global assistance 
through the IDA is directed. 

He said that the current food prices represent a significant set- 
back that at this point he doesn’t think the world community has 
fully realized the impact of, and I could not agree with him more. 

I would also like to add that during my recent trip to Haiti, I 
was deeply moved by those I saw suffering from extreme poverty 
and hunger. In a world with such wealth and resources, we must 
aggressively fight to make sure the resources we devote to foreign 
assistance can truly bring about the substantive and structural 
changes within governments to help those living at the margins of 
society. 

Further, I appreciate that since 2005, the World Bank has been 
increasingly open to suggestions about policy and has recognized to 
some extent the negative implications of imposing harsh 
conditionalities on recipient countries. Privatization of public serv- 
ices and user fees on secondary education, health care, and even 
water have not stimulated economic growth in these countries. 
Rather, they have served only to exacerbate the dire circumstances 
of the citizens within recipient nations. 

Lastly, I think it is very important to note that Chairman Frank 
has been a great leader in promoting transparency and account- 
ability within the World Bank. I commend him for his work and 
would note how important it is for affected citizens to be able to 
weigh in on the policies imposed by the Bank and offer opinions on 
how to strengthen those policies. 

I would like to thank the witnesses today for attending, and I 
look forward to this important discussion. Thank you. 

The Chairman. We will now hear from a regular and welcome 
witness, the Assistant Secretary for International Affairs at the De- 
partment of the Treasury, Clay Lowery. 

Mr. Lowery. 

STATEMENT OF THE HONORABLE CLAY LOWERY, ASSISTANT 

SECRETARY FOR INTERNATIONAL AFFAIRS, UNITED STATES 

DEPARTMENT OF THE TREASURY 

Mr. Lowery. Thank you, Chairman Frank, Ranking Member 
Bachus, Congresswoman Moore, and Congressmen Green, Carson, 
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and Sherman. Thank you for the opportunity to discuss the Admin- 
istration’s request for the authorization of the United States to par- 
ticipate in the 15th Replenishment of the International Develop- 
ment Association, known as IDA. 

IDA is the main vehicle of the World Bank to support 82 of the 
poorest countries around the world by providing the largest source 
of interest-free loans, grants, and debt relief of any multilateral de- 
velopment institution. Our request for $3.7 billion over 3 years rep- 
resents a 30 percent increase over IDA 14. 

Due to the shortness of time, I am not going to be discussing the 
African Development Fund replenishment, but I am happy to take 
any questions on that. 

There are a myriad of reasons to support the authorization and 
appropriations of IDA. Today, I want to highlight three: effective- 
ness; leverage and coordination; and U.S. foreign policy objectives. 

The bulk of development research suggests that for assistance to 
be effective, it should be country-driven, performance-based, and 
measured systematically for results. IDA is a leader in all three 
areas. Countries receive assistance from IDA that reflects their 
own priorities. IDA helps countries build the systems and capacity 
within governments to enable them to tackle barriers to growth 
and poverty reduction, working across sectors such as agriculture, 
education, infrastructure, and health. IDA is performance-driven, 
as the top-performing 10 percent of countries receive 7 times as 
much assistance on a per capita basis as the poorest-performing 10 
percent of countries. 

IDA is also the first international financial institution to system- 
atically track the outcomes that countries achieve under their pro- 
grams, such as educating girls. This measuring for results system 
provides greater accountability, as well as a valuable evaluative 
tool. 

IDA’s effectiveness can be seen in such areas as IDA countries 
in the last 40 years — in IDA countries, people are living on average 
15 years longer than they did; illiteracy has been cut in half over 
the past 30 years, from 50 percent to 25 percent of the population; 
and 80 percent of children now complete primary education. 

There are many country-specific examples. I will just give you 
one. In Senegal, IDA supported the country’s rural infrastructure 
projects, which improved roads, strengthened decentralization and 
financed microprojects, including water, schools, livestock, and 
other development needs. The results are that beneficiary house- 
holds in the 110 participating rural communities reported a 25 per- 
cent increase in incomes. Markets, schools, and health facilities are 
now more accessible. Children now typically spend 10 minutes get- 
ting to school, instead of 30 minutes, and the weight and height 
under 3 years of age has improved. 

These efforts are being noticed. In a recent article Bill Easterly, 
who is a notable development expert and very harsh critic of devel- 
opment assistance providers, ranked IDA as the number one donor 
using best practices in aid in his evaluation of 39 multilateral and 
bilateral agencies. 

As a multilateral institution, IDA provides financial leverage for 
development resources. For every dollar the United States contrib- 
utes to IDA, it is expected that $15 will be provided in loans or 
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grants to those countries. IDA’s leverage, though, is not simply fi- 
nancial. At a time when the average number of donors per country 
has grown from 12 in the 1960’s to more than 30 today, IDA can 
support the country by providing coherence among donors and 
sharply reducing the transaction costs for recipient countries. 

IDA is also renowned for its convening power, as has been very 
evident lately, given Congressman Carson’s question about the 
World Bank’s response to increasing food prices. Through the effec- 
tive leadership of President Zoellick, the World Bank has played a 
central role in galvanizing the international community to try to 
meet not only the short-term needs of many poor countries, but 
also advocating the appropriate policies to address ways to include 
agricultural productivity in the long run. 

The United States has a wide international reach, however, we 
can’t do it alone. The greatest opportunities and the most serious 
threats to U.S. interests now come from the developing world. 
While IDA accounts for only a small amount of the Administra- 
tion’s foreign assistance request, its global reach and expertise 
make it a very effective instrument for advancing U.S. strategic ob- 
jectives abroad. 

For instance, since 2002, the World Bank has committed $1.56 
billion for 36 reconstruction projects and 3 budget support oper- 
ations in Afghanistan, and just last week it committed another $1.1 
billion over the next 5 years in Afghanistan. This assistance has 
helped rehabilitate schools and decentralize management to in- 
crease enrollment across grades, especially among girls. 

My boss, Secretary Paulson, is fond of saying that if the private- 
sector organization does not change with the times, it is likely to 
go out of business, whereas a public-sector institution is likely to 
become irrelevant. 

Thus, the United States uses the IDA replenishment negotiations 
as a platform to leverage reforms that we think are necessary to 
make the World Bank change with the times. Over the years, our 
forum agenda has taken IDA to new frontiers on measuring and 
achieving development results, delivering 100 percent debt relief to 
potentially over 40 countries, securing grant finance for the poorest 
countries, and enhancing accountability and transparency. In the 
latest negotiations, we made a major effort on a number of areas 
that you all have commented on, such as working to coordinate and 
find mechanisms to assist in the revitalization of fragile and 
postconflict countries in a much more effective way. 

IDA is now taking a much greater role in supporting regional 
projects, which are important for many countries to address water 
management, road networks, trade facilitation, and energy assets. 

In conclusion, the fight against global poverty is one of the big- 
gest challenges of our time. As both a courageous and generous Na- 
tion, the United States is a natural leader in this fight to support 
those in the greatest need. IDA is probably the most effective insti- 
tution through which we can invest to achieve that goal. This is not 
to say IDA and the World Bank are perfect. Rather, it underscores 
the need to constantly reevaluate IDA’s approach to find out what 
works and what doesn’t. 

In the end, what we would ask for is the full funding of our re- 
quest, which is something that IDA needs to help make those con- 
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tributions and to help pay for that debt relief. The continued ar- 
rears by the United States jeopardizes our ability to deliver on our 
promises and hurts our influence to lead IDA. 

We respectfully urge your support. I look forward to answering 
any of your questions. 

[The prepared statement of Assistant Secretary Lowery can be 
found on page 60 of the appendix.] 

The Chairman. Mr. Secretary, we share, many of us, the Admin- 
istration’s view that support for these institutions is important, but 
you just heard a very strong argument that might have some ap- 
peal here from our colleague from California. What is your re- 
sponse to those who say, “Well, but the World Bank is lending 
money to Iran, and therefore we should sever relations?” What are 
we doing about that, and how do you respond to that? 

Mr. Lowery. Congressman Sherman’s question, I know he is no 
longer here, but it is true that IDA and the IBRD are associated, 
but the IBRD is financed through putting bonds out in the market. 
IDA is financed through donor support. 

The World Bank, over the objections of the United States, strong 
objections, has provided finance in the past to Iran. The last time 
that was done was over 3 years ago. 

If you cut assistance to IDA, what you are cutting is assistance 
to Haiti, Liberia, Afghanistan, Ghana, and Uganda. You are not 
cutting assistance to Iran. So in that respect, I think it is a mistake 
to think that there is no distinction between IDA and the IBRD. 

Secondly, in terms of what is going on in Iran, we have been very 
critical of the World Bank providing any assistance to Iran. Most 
of the assistance was associated with the earthquake in Bam a few 
years ago, to help provide support to help with the problems that 
happened with that earthquake. 

We have nothing against the Iranian people; we have something 
against the Iranian Government. I would say I can’t think of any- 
body who has done more to try to help stop financing to Iran than 
Secretary Paulson and Under Secretary Levey at the Treasury De- 
partment. So we stand very strongly with the Congressman from 
California on the goals of what he wants to achieve. We just don’t 
think his methodology is correct. 

The Chairman. Two things. This is a financing separation, but 
let’s talk about what is going forward. Is there anything pending 
from the World Bank? Part of the problem with Iran is not simply 
that we have very legitimate concerns with the irresponsibility of 
the government and its continued insistence on getting nuclear 
weapons. It would be an inconsistency between tough economic 
sanctions and this. But it would come as a surprise to people who 
think of the Bank as trying to help poor countries. Iran must be 
edging up into the category of countries that even the middle-in- 
come countries aren’t there. 

Are there any pending proposals to provide aid to Iran? I assume 
we would strongly oppose them. We have this alliance with several 
of our allies. We don’t ourselves have the votes solely to block it, 
but I would think if you got the countries that have been working 
with us on sanctions, the Western Europeans and others, we ought 
to have the votes to say no to it. 
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Mr. Lowery. That is a good question. The World Bank, as I said, 
has not provided any assistance to Iran for over 3 years in terms 
of making new commitments. My understanding is that there is no 
plans or pipeline coming up to provide new assistance to Iran. I be- 
lieve that there are disbursements from old loans that are still 
going out, and those are very difficult to stop once the decision has 
been made to let them go forward. 

As I said, we thought it was a mistake to let them go forward. 
I think we have been proven right, as we have now seen since 
those have gone forward, the U.N. has taken a number of sanctions 
on Iran. Just this week, we saw the European Union agreeing with 
the United States on taking financial sanctions against one of the 
financial institutions in Iran. 

But to my understanding, the World Bank — one thing we were 
questioning is whether the World Bank is actually living up to 
U.N. sanctions. The general counsel of the World Bank has given 
an opinion after discussing it with the U.N. general counsel that 
they are. 

I agree with you completely, we need to continue to stop this 
until the Government of Iran does change — 

The Chairman. I think it would be helpful, both as a matter of 
policy in general — and again, we are not talking about poverty 
there. If they can afford to do some of the things they are doing, 
I would think they don’t need the World Bank’s help. But I would 
tell you, I think a letter from the Secretary of the Treasury not 
only reaffirming our intention to vote against any new money for 
Iran, but reassuring us that this Administration is working in con- 
cert with various allies to get the votes to block it, which we ought 
to be able to do. I would think if our European allies and Japan 
and some others who have joined us in this were to join, we could 
block it. 

I also would hope that Mr. Zoellick would certainly not be sup- 
portive of this, and I don’t think he would be, both, again, because 
of the economic necessity, etc. I understand it is a different story 
to be disbursing what is already there. If we can get those assur- 
ances, I think that would be very helpful 

Mr. Lowery. We can definitely look into that. 

The Chairman. The last thing I would add, I have here the 
“Doing Business” report. They gave some awards. The head of 
Doing Business was — the Bank gave out its annual Doing Business 
Reformers’ Club Awards. The best reformer was that noted par- 
agon of human rights and equity, Egypt. Unfortunately, Saudi Ara- 
bia and China were only in the top 10. 

Now, a report which talks about how good Saudi Arabia and 
China are just can’t be what we want to see. They won this award 
because — and I notice one of the things they say in here is that 
they worry that people get 1 day a week off, and some other things. 

This index is really a problem. Saudi Arabia and China are in 
the top 10; that can’t be good. So I would hope you would join us 
in trying to deal with this. That is another threat to the level of 
continued support that we want. 

I would ask at this point to put into the hearing record — I am 
quoting from the letter from Peter Bakvis, the Director of the 
International Confederation of Free Trade Unions, his Washington 
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office, to his labor colleagues; and an article from that radical pub- 
lication, the Wall Street Journal, authored by Mr. Bob Davis. The 
headline is, “Report on World Bank Sees Deregulation Bias.” That 
is a report from the Bank’s own internal investigator. 

I ask unanimous consent to put these in the record. Without ob- 
jection, it is so ordered. 

The gentleman from Alabama is recognized. 

Mr. Bachus. I thank the chairman. 

It does appear that a lot of the resistance to this bill deals with 
channeling our efforts through the World Bank. One thing in this 
regard I think is important for us on this committee to keep in 
mind is that I think Bob Zoellick is providing wonderful leadership 
at the World Bank. He is very well respected, not only here in the 
United States, but I think throughout the globe. It is a difficult bal- 
ancing act. 

But I will ask you that question, Assistant Secretary Lowery. Is 
it better for us to contribute to the World Bank or to give — is that 
the most effective way, or is it more effective to give through our 
own government programs? 

If we do give through our own government programs, do we sac- 
rifice some of the marshalling and coordination where the World 
Bank convenes and will marshal assets, and really, in my mind 
sometimes, the total effect is greater than the parts? 

Mr. Lowery. I think you ask a very good question. I used to 
work for one of the bilateral development agencies, the Millennium 
Challenge Corporation. I think it is important to actually have a 
broad strategy on how you are doing development. There are things 
that USAID does that, frankly, they do better than anybody else 
in the world. There are things that MCC is doing — I don’t think 
MCC has the track record to say they are doing it better than any- 
body else in the world, but they are doing something that I think 
is very different, and I am very hopeful about their future. 

Then there is the World Bank. The World Bank is doing things 
in a way in terms of leveraging others’ resources and in terms of 
the way they focus on such issues as measuring results and actu- 
ally providing assistance to the poorest countries on a performance- 
based allocation system and working with those countries that is 
very, very highly rated. 

I mentioned Bill Easterly in my testimony. But the United King- 
dom, for instance, increased its resources to IDA by 50 percent in 
this last replenishment mainly because they said we did our own 
rating of all the development agencies out there, and IDA was the 
best one that there is. 

So I think it is an effective institution, and obviously we think 
it should be supported. 

Mr. Bachus. Thank you. 

I would agree with you that they have expertise in certain areas 
that we simply don’t have. I think by participating with others as 
partners, I believe that there is a lot of benefit and value in that, 
and because of Bob Zoellick, simply because he is president gives 
me much greater comfort. 

Mr. Assistant Secretary, is it correct that if we do not authorize 
the entire IDA package, that the United States actually forfeits 
$232 million prepaid credit toward our share of debt relief for the 
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world’s poorest countries, money we pledged but have not paid, and 
what would be the consequences if that happened? 

Mr. Lowery. If we do not authorize the 3-year increase and ap- 
propriate what we have done, there are a couple of things that will 
happen. One is the effect that you are talking about, which is that 
part of the IDA replenishment is to actually help fund the debt re- 
lief through IDA, so it is basically using the reflows and funding 
that. 

We had basically agreed with the world that we would try to do 
this on a dollar-for-dollar basis to continue to provide new assist- 
ance to poor countries, so IDA will be basically paying for the debt 
relief. Right now that is why, if you look at our arrears request, 
it was for $42 million for IDA. That was basically so we could make 
good on the debt relief part of our IDA request. We actually have 
a higher IDA number in arrears than that $42 million, but we 
wanted to get at what was vital to debt relief. So if we don’t ap- 
prove the whole thing, we could easily get into a situation where 
we are no longer financing the debt relief that we pushed so hard 
for. 

In addition, the reason why we are looking for a 3-year author- 
ization is because IDA is trying to make sure that it has 60 percent 
of its commitments to start putting out new money by December 
of this year. The authorization on a 3-year basis is about basically 
trying to get to that 60 percent number. The United States is obvi- 
ously the second largest donor to IDA, so that is a good way at get- 
ting toward that 60 percent figure. 

Mr. Bachus. Thank you. 

The Chairman. The gentleman from California. 

Mr. Sherman. Thank you, Mr. Chairman, and thank you for join- 
ing with me and others in focusing on the Iran part of the World 
Bank’s portfolio. 

About a year ago, the Secretary of the Treasury was here before 
us and he described in detail all the hard work he had done — call- 
ing finance ministers around the world, putting America’s credi- 
bility on the line, hour after hour of hard work to try to save Mr. 
Wolfowitz’s job. He also indicated that he hadn’t spent a full 60 
seconds of personal effort to prevent the World Bank from dis- 
bursing money to Iran. 

Are you aware of what the Secretary of the Treasury has person- 
ally done? How many hours of his time would you estimate he has 
put in; how many finance ministers has he personally called in an 
effort to halt all further disbursements to Iran? 

Mr. Lowery. I can say this: Under Secretary Paulson’s leader- 
ship, not one new dime has been committed to Iran by the World 
Bank. 

Mr. Sherman. My question was — 

Mr. Lowery. You asked about his leadership, and that is his 
leadership. 

Mr. Sherman. I phrased the question very carefully; I said to 
prevent disbursements. By that, I think we clearly understand dis- 
bursements on the $1.3 billion of money in the pipeline already ap- 
proved. So as to stopping disbursements, how many finance min- 
isters has the Secretary personally called? 
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Mr. Lowery. I don’t have an answer to your question. I can say 
this, that the Secretary of the Treasury has worked hard to basi- 
cally stop disbursements to Iran. He has worked, I know, and had 
discussions with not just finance ministers, but also with the presi- 
dent of the institution. He has asked us, and we have followed up 
on making sure that is Iran’s disbursements by the World Bank in 
line with U.N. sanctions, to the point where the General Counsel’s 
Office at the World Bank went and talked to the general counsel 
at the U.N. to make sure that they were within sanctions to con- 
tinue the disbursements, and it turns out they are. It just turns out 
legally they are. 

I can also say that the Secretary of the Treasury has spent innu- 
merable numbers of hours, and there is no way I can count it, on 
basically working on stopping finance to Iran. In fact, I would sug- 
gest that nobody you know has spent more hours than Secretary 
Paulson on that issue. 

Mr. Sherman. Sir, by changing the question, you were able to 
give me the answer that you wanted to give. Are you saying that 
the United States takes credit for the fact that of the $1.35 billion 
approved for disbursal during this Administration, only half has ac- 
tually been disbursed? Are you saying that the United States takes 
credit for the fact that roughly $667 million has not been disbursed 
yet? 

Mr. Lowery. I don’t take credit for any of it because we voted 
against those commitments. We think it was outrageous that the 
World Bank made those loans. We tried to prevent them. We were 
unsuccessful. That doesn’t mean we didn’t work hard at it. 

Mr. Sherman. We have had testimony before this committee that 
indicates that you did very little except vote “no,” and, of course, 
you are required to do that by law. 

But you are missing my question. My question is not preventing 
approval of the loan, it is taking the extraordinary action of block- 
ing disbursements after the loan has been approved. Some $667 
million has not actually been disbursed, even though it has been 
approved. Does the Administration take credit for the fact that 
there seems to be a slowness in the checks being cut? 

Mr. Lowery. I don’t think I would want to take credit for that. 
I think that basically we have worked hard to prevent any new 
funding from going to Iran. We have been successful at that. We 
are working hard — we would like to stop the disbursements, but we 
are right now not in a position that we can block those disburse- 
ments. We do work with our partners on those issues, but I don’t 
want to take credit for that. 

Mr. Sherman. World Bank practice is not to approve loans un- 
less there is a country assistance strategy in force. There was no 
country assistance strategy for the two projects approved in 2005, 
and yet they were approved anyway. So the World Bank has vio- 
lated its own practices in order to approve loans to Iran. 

What assurance do you have that a new country assistance strat- 
egy will not be approved by the World Bank? If they approved one 
tomorrow, would that be in violation of any promises that have 
been made to us either by World Bank executives or by the board 
members in the countries they represent? 
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Mr. Lowery. My understanding is that the World Bank does not 
have any new loans in their pipeline for Iran. They do not have a 
country assistance strategy that is being prepared for Iran, and we 
obviously would be working against that. We would work with our 
European and Japanese allies on such a issue. My guess is, given 
the way the sanctions have been done over the last few years, that 
some of their positions on World Bank financing for Iran will have 
changed over that time. 

Mr. Sherman. So we have fond hopes, but no promises. Have we 
indicated that our policy toward any other country on any issue 
would be affected? In effect, have we used linkage to indicate to our 
European and Japanese friends that approval of additional loans to 
Iran or disbursements of loans in the pipeline may adversely affect 
our opinion of some issue of importance to them? 

Mr. Lowery. I don’t know of anything. 

The Chairman. Will the gentleman yield? 

It is a central question. My staff, who does an excellent job of 
keeping up with this, tells me the reason the general counsel of the 
U.N. was able to tell the general counsel of the World Bank that 
this did not violate sanctions is that there was an explicit loophole 
or an explicit exception for Iran getting — for the World Bank and 
the sanctions resolution. If that is the case, one of the things that 
would be helpful is, as it does appear to be a toughening on the 
part of some of our allies, to try and get a new resolution that re- 
scinded that permission, because apparently it is not a surprise 
that there is language in the resolution that went through the Se- 
curity Council. Maybe that was the best deal we could get at the 
time. But if there is going to be new Security Council resolutions, 
rescinding that exception would seem like one way. Then you 
would have a much stronger argument on the disbursements. 

Mr. Lowery. The exception is for humanitarian and development 
assistance purposes, which is not just the World Bank, I am sure. 
But it is an exception we actually have tried to close in various 
U.N. negotiations. We have not been successful at that. 

Mr. Sherman. Just reclaiming my time for a second, the reason 
our U.N. sanctions have such loopholes, including this one, and the 
reason the loopholes aren’t closed is our unwillingness to use link- 
age, our unwillingness to tell Russia or China that how they voted 
at the United Nations will have any effect on what we do on issues 
important to them, whether currency valuations or anything else. 
Likewise, the Under Secretary has indicated that our European 
and Japanese friends have never been told that how we react to 
any issue of concern that comes within Treasury’s jurisdiction will 
be affected by their actions with regard to Iran. So in the absence 
of any ability to bargain, it is not surprising our diplomats have — 

Mr. Lowery. I will also say that it is the efforts of the Treasury 
Department that have been able to actually get just this week the 
European Union to actually put sanctions down on something like 
Bank Melli, which was a large effort on our part, and now success- 
ful effort, in terms of the European Union to have the same type 
of sanctions we already have, and that is an effort, frankly, of the 
Treasury Department as well as the State Department. 

The Chairman. I would also remind you that this House passed 
a bill that originated in this committee, the Iran Sanctions Act — 
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and the gentleman from California was a major sponsor — that 
would remove any obstacles from corporations or State govern- 
ments from divesting, and that has been bottled up in the Senate. 
It would be helpful if there was some action there. 

The other thing, as you say, we talk about the inspection panel. 
Fifteen years ago, this committee did the inspection panel. Sidney 
Key was then our staff director and played a major role. The way 
it was done, we had no authority to order the World Bank to do 
an inspection panel. They had no ability to order to provide them 
the money. What we did was to act on the principle that the gen- 
tleman from California is basically invoking, the ankle bone is con- 
nected to the shoulder bone ultimately. So we would advise some 
attention to that. 

The gentleman from Georgia. 

Mr. Scott. Thank you very much, Mr. Chairman. 

Mr. Lowery, let me just bring your attention to another area. Let 
me find out what you are all doing, what is IDA doing with Haiti, 
and what are you doing with Africa, because there are many things 
that the human body can do without, and none of them are either 
food or water. 

It just breaks my heart as I watch the television screens and 
read in the newspapers of the devastation of hunger and people 
going without food in Haiti, which is right off our shores. I want 
to know what IDA is doing to help with that situation. 

Secondly, I want to know, now we have a problem with water on 
the Continent of Africa, especially in the area of Rwanda. I want 
to know what the IDA is doing to help with water scarcity in that 
area. I do understand you are moving in some directions with the 
program in Rwanda, but I think that all of us on this committee, 
and the American people, certainly would like to know. These are 
two very pressing humanitarian issues of the maximum degree, 
food and water. 

In Haiti and Africa, what are we doing about it, what is IDA 
doing about it, how much money are you spending on it, and can 
you give us a complete understanding of the gravity of the situa- 
tion and where you are placing that on your agenda? 

Mr. Lowery. Thank you. You asked a couple of questions in 
there. Let me try to see what I can do. 

In Haiti and in Africa, the United States has been leading the 
way, although IDA has been doing a lot of work, on providing a sig- 
nificant amount of debt relief to those countries. Haiti is basi- 
cally — this one, I would say, has been a big U.S. effort — going to 
get over $1 billion in debt relief from the IMF, the World Bank, 
and the Inter-American Development Bank. There is no way that 
would have ever happened without the United States. It would 
never have happened. 

Secondly, the African countries, most African countries, are get- 
ting a huge amount of debt relief. I just had it next to me. Rwanda 
is going to get $1.8 billion of debt relief from the IMF, the World 
Bank, and the African Development Bank, as well as debt relief 
from its bilateral creditors. 

Mr. Scott. Can you explain to me, I am just a country boy from 
Georgia here, tell me how directly debt relief will be able to put 
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food directly in the stomachs of the people in Haiti and get water 
to the people in Africa. 

Mr. Lowery. Basically, the idea is that what debt relief does is 
take the stock of debt and basically reduces i. That means that the 
flows from debt do not have to be paid any more. So because of 
that, you actually have savings from that. 

Now, the idea is that they use the savings to do things like put 
more money towards education or health care or water systems or 
towards agricultural production, which is important for food. On 
top of that, going beyond debt relief, the World Bank provides obvi- 
ously a lot of new assistance to countries like Haiti, Rwanda, and 
so forth through IDA. And that is what this whole allocation sys- 
tem, that is what I am here doing today. In Haiti, for instance, the 
World Bank was going to provide $80 million in the first half of 
this year alone to Haiti as a grant. But because of what has been 
going on with food prices and food inflation, they are putting an- 
other $10 million on the table basically as emergency food support 
for the people of Haiti. So these are the type of things they have 
been doing. 

In fact, President Zoellick — I know the ranking member had 
mentioned his leadership in a number of areas — I would say his 
biggest area that he has been a leader on is this agricultural prob- 
lem. How do we get short-term assistance to countries like Haiti 
and other countries? And he has basically led an effort to get about 
$1 billion around the world to countries. On top of that, how do we 
address the medium-term and longer-term agricultural productivity 
issues so we don’t get back into these problems? 

Mr. Scott. Mr. Lowery, is there a way that IDA can help put 
pressure on getting food now into Haiti? Is there any role that you 
can play that — the people are hungry right now. 

Mr. Lowery. Yes. 

Mr. Scott. The people are starving right now. This is an urgent 
matter that is not going to wait on a crop to grow. So what can 
you do, what can your agency do to help put pressure, and where 
would that pressure be to get food there now? 

Mr. Lowery. That is an example of what the World Bank is 
doing. They are providing short-term assistance. When I say short- 
term assistance, that is about providing food now. And that is — 
sometimes it is done through the World Food Programme, which is 
a U.N. organization. Sometimes it is done through bilateral organi- 
zations. IDA is already putting on the table an emergency $200 
million, of which $10 million is going to Haiti to actually put food 
down there now. 

Mr. Scott. All right. Good. 

Now, please, Mr. Chairman, just one little question I have. I 
know my time is running out. But on the water — 

Mr. Lowery. Yes. 

Mr. Scott. — are there specific programs — why is this? This is a 
phenomena to me. I am just finding out about this today as a mat- 
ter of fact, that they have a water problem there; people going 
without water. And you are involved in that. Can you give a quick 
summary of what you are doing there? And are you moving ahead 
with what we call harvesting water for the future? 
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Mr. Lowery. No, I think that — I mean, the World Bank’s efforts 
on issues like water are going to be about the future most of the 
time, because it is — what they are doing is they are not a humani- 
tarian organization. So if there are humanitarian needs, usually it 
is not the World Bank. It is things like the United Nations; or 
USAID is, I think, the best humanitarian organization in the world 
probably; or NGOs and so forth. 

What the World Bank will have the best expertise on is pro- 
viding support, financial support, technical support on developing 
better water systems, and so increasing water so that you can get 
water for the future, such as, you know, there are different ways 
of building systems. I think that is where the World Bank has the 
expertise. 

I don’t know the specifics in terms of Rwanda in terms of how 
much financial assistance they are providing. We can get that for 
you. But that is where the World Bank usually focuses its atten- 
tion. 

Mr. Scott. Okay. 

Thank you very much, Mr. Chairman. 

If you could get me a report to my office on what specifically you 
are doing for the immediate situation and crisis in Haiti, and what 
you are doing for the immediate situation with the water crisis in 
Rwanda, I would deeply appreciate it. 

Mr. Lowery. Yes, sir. 

Mr. Scott. Thank you, Mr. Chairman, for your indulgence. 

Mr. Bachus. Mr. Chairman? 

The Chairman. Yes, the gentleman from Alabama. 

Mr. Bachus. If I could take maybe 1 minute to address what the 
gentleman from Georgia was referring to. I think it would also be 
helpful — one thing I don’t want the committee to miss is what the 
Assistant Secretary said about Bob Zoellick’s leadership in, not 
only addressing the short-term needs, which are going to continue 
to be needs if you don’t increase the domestic productivity in agri- 
culture. And so the report could also include the efforts of the 
World Bank and the IDA to promote policies which lead to greater 
agricultural production in a lot of these countries, and long term, 
these countries feeding their own people is really, that is the very 
best solution. I think that is one of the things that leads to the best 
successes. 

Now, we also have another situation, and that is not for this 
hearing, but it is the effect of ethanol on the world food prices. And 
that is — I won’t get into that. 

Mr. Scott, [presiding] The gentleman from Texas, Mr. Green. 

Mr. Green. Thank you, Mr. Chairman. 

Mr. Lowery, as you know, I opened up with a Haiti question, so 
please don’t feel as though we are picking on you as it relates to 
Haiti. 

But it is something that really does touch our hearts and our 
souls and shocks our consciences because I have actually been 
there, and I have seen the circumstances of which others read 
about. And it really is deplorable and in need of some immediate 
attention. 

You indicated that we have provided about $1 billion in debt re- 
lief. What is the total amount of debt owed, please, from Haiti? 
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Mr. Lowery. I don’t have that figure in front of me, but I can 
try to get it. I don’t have that figure. I know that it is about $1.1 
billion of debt relief. My guess is that is almost — I think that 
should be related to basically 100 percent of the debt from bilateral 
official creditors and the multilateral official creditors. There is 
probably some small change left after that. Haiti is still going 
through this debt relief program. It should conclude that program 
by early next year. 

Mr. Green. I am concerned about the debt relief, because you 
have explained that, in essence, what happens is this: When you 
have debt relief, you can then take your funds and rechannel them 
to other things that are more urgent. 

Mr. Lowery. Yes. 

Mr. Green. Why is it, in a country wherein you have about 70 
percent of the population living off of $2 a day or less, more than 
50 percent living off of $1 per day, 80 percent poverty, the highest 
HIV/AIDS rate in the Western Hemisphere; they have a hunger 
season; why can we not give them total debt relief given that we 
can see that the debt is a part of the problem? There is no escaping 
the fact that the debt is a part of the problem. Why can we not 
give them total debt relief? 

Mr. Lowery. We are giving them total debt relief. 

Mr. Green. But we are — excuse me, just a minute, and I don’t 
mean to be rude, crude, and unrefined, but I have little time. “We 
are giving” is not quite the same as “We have given.” 

Mr. Lowery. Right. 

Mr. Green. And I want to get to the “We have given” point in 
the conversation. 

Mr. Lowery. Yes. 

Mr. Green. When can we have total debt relief for Haiti? 

Mr. Lowery. It is expected that total debt relief for Haiti will be 
finished and completed by early next year. 

Mr. Green. I take early next year to mean some time in the 
month of January. That would be my definition. If my definition — 

Mr. Lowery. I am hoping it will be earlier than that. 

Mr. Green. — is incorrect, I would gladly want to hear yours. 

Mr. Lowery. No, no, right now the best expectations, basically 
the way the debt relief initiative has been set up a long time ago 
for all countries, Haiti and lots of other countries, is you start re- 
ceiving debt relief on what is called an interim basis. That means 
on a flow basis, and then so you start getting the debt relief on the 
flow basis. The stock, where you do the 100 percent debt relief, that 
happens once you have completed kind of a program. The program 
is associated with some of the type of criteria that was in the Jubi- 
lee bill this year. 

Mr. Green. Yes, because I have limited time I will look forward 
to hearing more from you about the debt relief. And maybe you and 
I can remain in contact with each other such that we can — 

Mr. Lowery. I would be happy to talk to you or your staff at any 
time. 

Mr. Green. — get more intelligence on this as it progresses. 

Next point, sir, sometimes shining a light on a problem will 
cause more attention and more help to manifest itself. Have we 
done any trips to Haiti at the level of the Secretary, wherein some- 
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one actually goes there and you actually take the world there 
through the lens of the camera so that people can see what I have 
seen and perhaps have a much more sympathetic response? 

Mr. Lowery. Yes. Well, Secretary Paulson has not gone to Haiti. 
I know that he has met — 

Mr. Green. Have you gone, by any chance? 

Mr. Lowery. I have, but it was in a previous job. I have been 
to Haiti. 

Mr. Green. You know about the food riots? 

Mr. Lowery. Yes. In fact, actually, I met with the prime minister 
who gave up his seat literally 2 weeks before the food riots, where 
he basically said, “I need to step down.” 

Mr. Green. Can we look at a trip to Haiti, someone, so that we 
can show the world what is happening right here in the Western 
Hemisphere? 

Mr. Lowery. Right. I think that actually — I know that Assistant 
Secretary Shannon from the State Department, and I know that 
other high-level officials from our State Department and our AID 
have been to Haiti. At the Treasury Department, we only have a 
few people who travel. And so it is — there are many things. But let 
me look into it. 

Mr. Green. I really believe someone needs to make a trip to 
Haiti a priority so that we can bring the world’s eye in by the way 
of the lens of a camera. 

Let me just share this with you. Here we have this some 9 mil- 
lion people as I understand it. They are on an island. If they leave 
and they come to the United States, we immediately send them 
back. They don’t have the benefit of wet foot/dry foot. Doesn’t mat- 
ter if they are completely dry and they get there and they have a 
job, they are still going to be sent back. So they are locked into this 
land mass with the highest HIV/AIDS rate in the Western Hemi- 
sphere, a high infant mortality rate, living off of $1 to $2 per day, 
drugs now coming through there because it is a staging point to get 
drugs to the United States of America. This is a human tragedy of 
the highest proportion, and it is right off the coast of Florida. We 
really have to do more. And I beg that you would be a part of that 
avant garde to make that change that is necessary. Thank you. 

Mr. Lowery. I can say I do know that our Agency for Inter- 
national Development has stepped up its efforts and is putting an- 
other $45 million on the table to do what you were just saying to 
help the people of Haiti. So, we are doing things in the Administra- 
tion; it just might not necessarily always be at the Treasury De- 
partment. 

Mr. Green. Thank you very much, sir. 

I yield back. 

Mr. Lowery. You are welcome. 

Mr. Scott. Thank you very much, Mr. Green. 

Mr. Cleaver from Missouri is recognized for 5 minutes. 

Mr. Cleaver. Thank you, Mr. Chairman. 

Mr. Lowery, I apologize. I am shuttling — you know how this sys- 
tem works — between two committee hearings, and I desperately 
wanted to be here. 

I wanted to follow up on my colleague’s questions. And I am won- 
dering if there is any pushback from Treasury on World Bank con- 
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ditionality in terms of greater transparency so that parliamentar- 
ians, people around the world can actually have — can actually look 
at the conditionality issues and participate in decisions at the 
World Bank. 

Mr. Lowery. I think that in the United States, we actually have 
been probably the leading advocate for pushing for as much trans- 
parency as possible from the World Bank, including putting loan 
documents, which is where you get into conditionality and cov- 
enants and so forth, on the Web site. 

So, yes, we are a big supporter of that. 

Mr. Cleaver. What is the likelihood that greater transparency 
will in fact occur? I mean, if the United States is supportive, what 
else is needed? Is there something that we — 

Mr. Lowery. I think the World Bank actually has become more 
and more transparent over the last I would say probably 10 years 
and puts a number of documents on its Web site. In fact, if any- 
thing, the one problem sometimes is the Web site is just filled with 
documents. 

But I think in terms of conditionality, what the World Bank has 
done is it has done a study, it has brought in independent advisors 
to talk to it about its conditionality. It goes to Chairman Frank’s 
questions earlier or points earlier about how there is probably too 
much conditionality. How do you streamline it? How do you make 
it more targeted so it is specific about getting the outcomes that 
you want out of particular programs? And we are a big supporter 
of as much transparency as possible. 

I think you have a witness on the next panel whom I believe has 
had fairly significant access to World Bank files on the types of 
conditionality they have. 

Mr. Cleaver. Is the World Bank conditionality database avail- 
able on the Web site? 

Mr. Lowery. I am hearing both “yes” and “no” behind me. I don’t 
know the answer myself. Why don’t we get you an answer in writ- 
ing on that one, sir? 

Mr. Cleaver. Okay. Who is going to do it? 

Mr. Lowery. We at the Treasury Department will take care of 
that. 

Mr. Cleaver. All right. 

Thank you, Mr. Chairman. I yield back the balance of my time. 

The Chairman. Thank you. 

The gentlewoman from Wisconsin, who has been one of the mem- 
bers with the greatest interest in the IFIs, and especially with re- 
gard to Africa, but not exclusively. 

The gentlewoman from Wisconsin. 

Ms. Moore of Wisconsin. Thank you so much, Mr. Chairman. 

I have listened very intently to your testimony, Mr. Lowery. I 
was particularly interested in a comment that you made in your 
written testimony about the complex international aid architecture. 
I think I will steal that for future rhetoric. I think it is very, very 
telling. 

Just sort of piggybacking on questions that others of my col- 
leagues have already asked, I just want to laud the Treasury De- 
partment; I want to laud the World Bank and the IDA for its in- 
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creased transparency that you have mentioned over the last 10 
years. 

And it is only because of this transparency that we know so 
much about how conditionality sometimes undermines the very ad- 
mirable goals of eliminating or reducing poverty. We have already 
talked about conditionality. Bad habits are hard to break, as we all 
know. And so, even though we have called for reducing some of the 
conditionality, there are still tremendous calls for governments to 
issue presidential or executive orders which undermine legislative 
oversight, call for labor market flexibility that undermines worker 
protections and violates the spirit of international laws. And we 
have seen poverty, quite frankly, rise. 

Can you tell me, can you describe for me how the IDA works 
within this complex international aid architecture with the Inter- 
national Finance Corporation, with whom you have a relationship, 
and the WTO, and maybe the Organization for Economic Coopera- 
tion and Development, other sort of trade laws that in fact maybe 
could spawn this continued conditionality? And I can give exam- 
ples, but go on. 

Mr. Lowery. Well, IDA is usually one of the largest, if not the 
largest, donor in almost every country because of the size of it. And 
you can leverage resources from around the world. 

IDA actually focuses on development. I mean, that is what they 
do. And they focus on — they have people who are experts on spe- 
cific functional issues, like how do you get better agriculture pro- 
ductivity? How do you build a road? How do you basically educate 
kids in a better way? And they obviously have people who are 
country experts. 

They work very closely with the bilateral aid community. And 
the couple of organizations you mentioned, the WTO is obviously 
about trade negotiations and trade type of issues. The OECD is 
mainly like sort of a think tank for developed countries in terms 
of economics around the world; although there is a coordinating 
mechanism under the OECD that actually tries to help coordinate 
among some bilateral donors on the aggregated basis as opposed to 
the country-specific basis. The World Bank is much more about the 
country-specific type of coordination. 

In terms of how that relates to conditionality, I think the World 
Bank has basically tried over — through a number of analyses that 
it has done internally and externally, has basically taken their cri- 
teria for conditionality and tried to streamline it over time. And in 
some respects, I think they have been pretty successful, and tried 
to make it much more focused, much more targeted on what it is 
you are trying to achieve in that particular loan or that particular 
program. 

That doesn’t say they are perfect. It means they are making 
progress. 

Ms. Moore of Wisconsin. Let me stop — for example, let me give 
you another example, Afghanistan currently. We are sort of forcing 
a lot of privatization of public institutions. We have talked a lot 
here today about water and so on. We have seen in recent times 
a great deal of inequality and lack of services, really no payback 
to many countries, and yet we continue to do that. 



23 


In terms of streamlining these conditionalities, all you do is put 
two or three conditions within one condition, and then you can say, 
“We only have 27 conditions,” but actually the average is about 72 
conditions. 

So right now, in Afghanistan, we are forcing them to privatize. 
And that continues to be two of the main thrusts of conditionality, 
privatizing. We have seen it contribute extensively to poverty. This 
is one of the conditions that doesn’t seem to be able to be extracted 
from these agreements. Can you tell us, as we look at replenishing 
the IDA fund, can you give us a defense of privatizing? 

Mr. Lowery. I am not sure I agree with your analysis. 

First of all, I am not sure there are 72 conditions. In fact, I 
would say there are probably more like 13 that IDA tries to do. 

There are sometimes benchmarks within those. And by the way, 
I am a big supporter. You need to have benchmarks. How are you 
doing on your program? What is actually happening here? Is this 
program working? 

In terms of conditionality, in terms of privatization in Afghani- 
stan, Afghanistan will not succeed unless it has a private sector 
that is actually thriving so you can get greater economic growth 
and reduce poverty. 

That said, to my knowledge, the World Bank has not conditioned 
any programs in Afghanistan on privatization. But that doesn’t 
mean that it is not a good thing. Sometimes privatization is a good 
thing. Sometimes it is not the appropriate thing. 

Ms. Moore of Wisconsin. Sometimes it is, and sometimes it 
isn’t. But the parliamentarians have to decide that. 

Mr. Lowery. Parliamentarians, I mean, it depends on your sys- 
tem. I don’t know the governmental system. I have just been to Af- 
ghanistan, and there are private sector institutions that are start- 
ing to pop up, and they are starting to do well. And I think that 
we should, as a country, and the World Bank should try to help 
create the conditions so that you can have a private sector that ac- 
tually does thrive in Afghanistan. If that doesn’t happen, then Af- 
ghanistan will never grow its way out of the problems that it has. 

Ms. Moore of Wisconsin. My time has expired too soon. 

The Chairman. The gentleman from Indiana. 

The gentleman has no questions. 

Mr. Lowery, I thank you. The staff of the committee, I think bi- 
partisan, will be available to work with you on a couple of the 
issues. The Iranian one is obviously an important one, but condi- 
tionality, as you can see, is also. We would like to be able to work 
with you to a common end here. And I thank you for your testi- 
mony. 

Mr. Lowery. Thank you very much. 

The Chairman. We will have the next panel. 

Mr. Cleaver. Mr. Chairman? As he is leaving — 

The Chairman. Mr. Lowery, can you hang for one second for Mr. 
Cleaver? 

Mr. Cleaver. No, you don’t need to answer. There are 37 condi- 
tions. You said 13. There are 37. 

Mr. Lowery. In what? 

Mr. Cleaver. Per loan, average conditionality. 
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Mr. Lowery. I am not sure I agree with that, but why don’t I 
work on it and get a letter to your office. 

Mr. Bachus. Mr. Chairman, Assistant Secretary Lowery, one 
thing, I will just say this, one thing the Assistant Secretary said 
was that much of the aid that went to Iran is for the earthquake. 

The Chairman. Yes. 

Mr. Bachus. It would be helpful to — 

The Chairman. Mr. Secretary? 

Mr. Bachus. — have those figures. 

The Chairman. Probably, if you would leave, we could get start- 
ed. You will never get out of here otherwise. 

And obviously, the hearing record remains open, and there can 
be some further conversations and we will preserve them for the 
record. 

The next panel is four people from various organizations that 
have been very much involved here. 

We will begin with David Beckmann, who is president of Bread 
for the World and Bread for the World Institute. 

Mr. Beckmann. 

STATEMENT OF DAVID BECKMANN, PRESIDENT, BREAD FOR 
THE WORLD INSTITUTE 

Mr. Beckmann. Chairman Frank, Ranking Member Bachus, and 
members of the committee, I really do think this committee has 
done a great job over a period of years making the World Bank and 
the other MDBs into better institutions. They are better institu- 
tions, and this committee has led the way. So I applaud you. 

And I thought the questions today, especially the questions about 
what is going on in Haiti and Rwanda, the sense that something 
really bad is going on, again the committee, I think, is ahead of the 
curve. 

I want to start by talking about the hunger crisis that we are 
going through right now, because I think it changes the context for 
the work of the World Bank and the African Development Fund, 
and then talk a little bit about the World Bank and the African De- 
velopment Fund and my recommendations for the committee. 

I think that the great majority of the poorest billion people in the 
world have suffered a serious reduction in their miserable living 
standards over the last year or so. I don’t think it has dawned on 
most of us yet how severe a setback the world has suffered in its 
work to overcome poverty. It is mainly because of high food prices 
because very poor people spend almost all their money on rice or 
wheat or corn, and all those prices have gone up by roughly 100 
percent over the last year. But it is also high fuel prices and other 
malfunctions in the economy, that mean that a lot of the poorest 
people in the world are down to one meal; they are pulling their 
kids out of school; they have sold the goat. And their governments, 
the poor country governments that import food and fuel are going 
broke in a hurry. My guess is that food-importing low-income coun- 
tries are spending $70 billion more on food this year than they did 
2 years ago. 

Now, in this context, the World Bank has done a remarkably 
good job. The whole world, I think, has been a little slow off the 
mark. But the World Bank has been a leading agent in catching 
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on to what was going on, responding in a quick way, and leading 
the world in a very sophisticated way in figuring out how to re- 
spond. They have set up — they are increasing their lending, their 
credits for agriculture. 

But the most impressive thing is that they have set up a rapid 
response facility which will fund emergency humanitarian activi- 
ties, but also fertilizer and seeds. This is a case in which they are 
not being ideological about prices. They are helping these govern- 
ments subsidize fertilizer and seeds for poor farmers because the 
farmers can’t afford fertilizers at today’s prices. They would like to 
respond to high prices for food, but they need fertilizer and seed. 

I think the Bank’s quick response in this situation illustrates 
some of the strengths of the MDBs, their analytical capacity. In the 
case of the African Development Bank, the analytical capacity is 
not as formidable as the World Bank, but its African capacity. They 
are focused on poverty more than most institutions, certainly more 
than the Agency for International Development. Partly because of 
congressional mandates, the Agency for International Development 
does a lot of other things besides poverty reduction. So if you look 
at where the money goes, the money that you authorize for IDA 
and the African Development Fund goes to poor countries. The 
money that Congress gives to AID mostly doesn’t go to poor coun- 
tries. 

Third, I think the MDBs have pretty good partnership relation- 
ships with the recipient governments and much more than in the 
past with civil society. 

And finally, I just want to give the World Bank credit for its sys- 
tem of self-evaluation and its, compared to the past, just dramati- 
cally more open attitude toward diverse opinions and criticism of 
the Bank. 

So my recommendation to the committee at this point, you know, 
Bread for the World has been critical of the Bank over the years, 
but my recommendation to the committee at this point is that you 
authorize these replenishments, that you give them clean 3-year 
authorizations. I think the banks have earned a vote of confidence, 
partly because of your past work. I think the United States will be 
a stronger leader in these institutions if the United States comes 
across as a team player. 

Also, this world hunger crisis is going to require a significant fi- 
nancial response. And authorization of the replenishments is one 
thing that you can help with. 

[The prepared statement of Mr. Beckmann can be found on page 
49 of the appendix.] 

The Chairman. Next, we have Nuria Molina-Gallart, who is a 
policy and advocacy officer at the European Network on Debt and 
Development. 

Ms. Molina-Gallart. 

STATEMENT OF NURIA MOLINA-GALLART, POLICY AND ADVO- 
CACY OFFICER, EUROPEAN NETWORK ON DEBT AND DEVEL- 
OPMENT 

Ms. Molina-Gallart. Thanks very much, Mr. Chairman and 
members of the committee, for inviting us to share our views on 
World Bank conditionality today. 
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Conditionality is still a heavy burden on developing countries, as 
we have heard today. It makes it unpredictable. It undermines — 

The Chairman. Why don’t you pull the microphone closer, be- 
cause as you drop your head, you lose it. So pull the microphone 
very close, up closer that way. Yes. 

Ms. Molina-Gallart. I guess I am too short. 

The Chairman. No, it is when you read, and you move your 
head. 

Ms. Molina-Gallart. Yes. It makes aid unpredictable, as I was 
saying. It undermines domestic accountability, as it has been said 
today, as well. The World Bank has acknowledged that it hasn’t 
been efficient in leading the reforms that they were intended for, 
and it is very questionable that it has contributed to poverty reduc- 
tion. 

Because of all these criticisms, criticisms from NGOs but also 
from the British Government, in 2005, the World Bank adopted the 
Good Practice Principles on conditionality to govern the way they 
apply conditionality, mainly intended to streamline conditionality, 
reinforce country ownership and mutual accountability, and cus- 
tomize conditions to the country’s circumstances. 

What has happened since? Well, two reports from the World 
Bank have been published, in 2006 and 2007, but they paint an 
overly optimistic picture. And here I come to the issue on numbers 
that was very recently being discussed. Is it 37, or is it 13 or 12, 
like the representative from Treasury was saying? Well, according 
to a Eurodad report published in November 2007, precisely to pro- 
vide an alternative and more independent view to the World Bank 
reports, conditions have only dropped from 46 before the implemen- 
tation of the good practice principles to — 2 years after the approval 
of the good practice principles, they have only dropped to 37. And 
here basically we count, we include the benchmarks that the rep- 
resentative of the Treasury has mentioned basically because bench- 
marks are future conditions in future loans, and because devel- 
oping countries, according to a survey conducted by the World 
Bank in 2005, perceived these benchmarks as if they were binding 
conditions. So they have the same impact. 

But these numbers could be higher, because actually the Bank 
usually uses what they call umbrella conditions. It bundles dif- 
ferent policy actions into a single condition. And if these are 
unbundled, actually numbers could increase around 12 percent. Ba- 
sically, if this committee recommends Treasury to advise that IDA 
should have an independent monitoring system on conditionality, 
should systematically assess the impacts of reforms, and improve 
implementation of Good Practice Principles, you will agree with me 
that this is three conditions. This is not one. And this is the way 
the World Bank sometimes bundles conditions. 

Seventy-one percent of all grants and loans, according to the 
Eurodad study, still contain some sort of sensitive policy reforms, 
such as price liberalization, privatization, commodity price regula- 
tion, or trade reform or tariff reductions, and 12 out of the 16 coun- 
tries assessed face privatization-related conditions. 

I agree here with the representative of the Treasury that privat- 
ization and liberalization are not bad, per se. Sometimes it is the 
right policy needed. But I agree as well with Representative Moore 
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that this is a decision that needs to be taken by national govern- 
ments in dialogue with national constituencies and parliaments 
and not by outside actors. 

It is also important that regulatory frameworks are in place, and 
these are not rushed processes. And mostly, it is very important 
that the impact of the reforms on the poor is carefully assessed. 

The World Bank has committed to do these sort of assessments 
of the impact of the reforms they are putting as condition on the 
poor. But, actually, for instance, in the case of Mali, these assess- 
ments showed that the privatization condition of the Bank on the 
cotton sector could increase poverty in 4.6 percent. What hap- 
pened? Well, the report was not made public. 

Even worse, in Afghanistan, as it has been also said, the World 
Bank has backed, in 2007, a policy to privatize more than 50 state- 
owned enterprises. This is very problematic in a fragile state such 
as Afghanistan. 

And also more striking is privatization, as we have heard, in es- 
sential services, provision of essential services, such as water or 
health. This is also happening in 2007 in Sierra Leone or in the 
case of the health sector in Afghanistan. 

The Bank claims that these are conditions which are owned by 
these countries. But recently a partner that we work with in Ugan- 
da said, yes, it is true the Bank has put the governments in the 
driver’s seat, but the Bank, the passenger, still writes the map. So 
basically the concept of ownership needs to be carefully reassessed. 
And not only conditionality, but also the Bank gives advice and 
technical assistance. 

To wrap up, I would like to recommend to this committee to 
apply pressure, as it has done in previous occasions, to set up tar- 
gets to streamline and reduce the number of conditions until condi- 
tions are completely phased out, to increase transparency and par- 
ticipation of parliamentarians and also the Bank focus on develop- 
ment outcomes, and most importantly, to systematically assess the 
impact of the reforms they put as conditions on the poor. 

It is also most important that an independent monitoring system 
be set up, because the fact that the Bank monitors its own progress 
is obviously, clearly problematic. 

Last but not least, I would also support the suggestion of Mr. 
Cleaver to publicize the World Bank database on conditionality, 
which, no, indeed, it is not accessible on the Web site. 

Thank you. 

[The prepared statement of Ms. Molina-Gallart can be found on 
page 65 of the appendix.] 

The Chairman. Thank you. 

Next, Mr. Edward Bell, who is senior program advisor at Inter- 
national Alert. 

STATEMENT OF EDWARD BELL, SENIOR PROGRAM ADVISOR, 
INTERNATIONAL ALERT 

Mr. Bell. Thank you very much. It is a great honor to be here, 
and thank you for the opportunity to speak to you. 

I have spent the last 18 months doing research in the field and 
from London on the World Bank decisionmaking in fragile and con- 
flict-affected countries. And what I would like to do in the 5 min- 



28 


utes that I have is try to shift the emphasis a little here onto polit- 
ical analysis, the actual governance context in which the World 
Bank is making very difficult decisions. 

So just in three parts then: First, I would like to talk about the 
role of the World Bank in these places; second, the institutional 
blockages to more effective action; and third, some suggestions on 
ways forward that I hope the committee will support. 

So, first, there are still some very influential people who think 
that the World Bank should not be involved in fragile contexts. It 
is too political. It is too difficult, and security situations often make 
Bank behavior or Bank activities very difficult. 

I think this is wrong headed. I think that due to the dire realities 
of poverty in these situations and the global and regional spillovers 
from them, I think it is essential for the World Bank to continue 
to engage and deepen their engagement in these countries. 

Second, I think it is important, as specific teams and the Bank 
have recognized, that all economic development and social sector 
activities impact on fragility and the peace-building context in 
these very difficult, unstable countries. 

So the question is, how does the Bank behave better to turn 
around that state and societal fragility? There are three institu- 
tional blockages to this, I think, and they are interrelated. The first 
relates to the Bank’s organizational culture. This is changing, but 
I think the World Bank needs to do more to deepen its under- 
standing of political contexts, because if you don’t understand the 
conflict dynamics in these 40 to 50 countries in the world, then I 
think the activities will be simply wrong. And I think maybe we 
will come back to it in the question and answer period, but this has 
major implications on conditionality. The point about conditionality 
is how to change government behavior, get people involved in the 
decisionmaking on what works in that particular country. 

Second, my point about institutional blockages relates to the 
Bank’s results measurement system. I think this is absolutely key 
to the incentives for staff, motivating decisionmaking in country op- 
erations. The Bank certainly needs a global standardized assess- 
ment system so that it can market its quality to the people who 
fund it. But I think there needs to be some reassessment of what 
incentives need to be in place for staff in decisionmaking in very, 
very difficult political and security contexts. 

The third area I think I wanted to mention is the administrative 
budget of the World Bank. This is currently — it is very, very com- 
plex, but in simple terms, it is pegged to the IDA allocation to that 
particular country. So you can end up in a situation with im- 
mensely difficult, fragmented, factional political systems where the 
Bank is very short staffed on the ground. And I would urge the do- 
nors to IDA and the board members to it to allow a little bit more 
flexibility to put people on the ground working in these difficult po- 
litical environments so that the Bank can provide the most effec- 
tive technical accompaniment, facilitating ironing out problems and 
working with national actors, and ensuring the participation in ne- 
gotiation, that it involves the people of these countries in the 
Bank’s work and in the national-led development. 

So my third and last section is just looking at the ways forward 
for the World Bank. I hope that this committee and the United 
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States Representatives working with the Bank can do this. First is 
to shift the mind set. I think I absolutely applaud President 
Zoellick for driving down throughout the Bank attention to stra- 
tegic directions on fragility and conflict. I think it is absolutely es- 
sential. And at the same time, to continue to support this emerging 
governance and accountability facility, looking at how Bank ana- 
lysts, Bank public-sector governance expertise can help deliver on 
poverty reduction and social service delivery efforts. 

I think the Bank needs to accelerate its efforts to adapt and nu- 
ance its results framework so that it can integrate qualitative as 
well as quantitative results measurements. 

And lastly, the point I mentioned about the administrative budg- 
et, it is absolutely essential that the Bank is able to accompany, 
facilitate, and sort out the difficulties that inevitably arise in these 
incredibly difficult operating environments like Liberia, Burundi, 
and Sri Lanka. The list is extremely long, too long. 

Thank you very much. 

[The prepared statement of Mr. Bell can be found on page 52 of 
the appendix.] 

The Chairman. Finally, Lori Udall, who is a witness who has 
been here before and was in fact very much involved when we 
acted 15 years ago to do the inspection panel and related matters. 
She is a senior advisor to the Bank Information Center. 

STATEMENT OF LORI UDALL, SENIOR ADVISOR, THE BANK 
INFORMATION CENTER 

Mr. Udall. Thank you, Chairman Frank, Representative Bach- 
us, and other committee members. 

Fifteen years ago, during the negotiations of the 10th replenish- 
ment of IDA, it was you, Chairman Frank, with bipartisan support, 
who provided the vision and leadership by pressuring the World 
Bank to establish two public accountability reforms: The creation 
of the World Bank Inspection Panel; and the revision of the Bank’s 
information disclosure policy. These two reforms constituted a sea 
change in the way the Bank relates to civil society and to the peo- 
ple who are adversely affected by Bank projects and programs. 

For those committee members who may not know, the panel is 
a three-member team independent of Bank management that re- 
ports directly to the Bank’s Board of Executive Directors. The panel 
receives and investigates claims from people who are directly ad- 
versely affected by Bank projects as a result of violations of Bank 
policy. The panel remains, to this day, the only avenue for affected 
people to obtain an independent investigation of a World Bank pub- 
lic project or to have an indirect voice at the board level. 

The panel was the first of its kind among the international finan- 
cial institutions and it set a precedent for the other banks. Today, 
all the regional banks also have similar mechanisms. And the com- 
mercial arm of the World Bank also has a mechanism called the 
Compliance Advisor Ombudsman. 

A testament to the panel’s importance is the extent to which it 
has been used by adversely affected people and communities in de- 
veloping countries. In the 15 years that it has existed, the panel 
has processed 52 claims, with mostly positive outcomes for claim- 
ants. In its 2006-2007 annual report, the panel stated that it was 
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the busiest year that it had since its creation. It registered six new 
claims, completed two investigations, and conducted three inves- 
tigations simultaneously; 2008 has also been an extremely busy 
year. The existence of the panel has produced project reform and 
also created political space for affected people in developing coun- 
tries. 

Some of the outcomes have been that claimants have received 
compensation; environmental impacts have been mitigated; project 
information has been released; resettlement packages for people 
have improved; evictions have stopped; and projects have been re- 
designed and, in some cases, suspended or cancelled. 

Additionally, research on the impacts of the panel on the Bank 
as an institution suggest that risky and potentially damaging Bank 
projects have not made it to the drawing board due to the panel’s 
existence. It has also caused the Bank to rethink how it assesses 
risky projects and implements safeguard policies. 

The cumulative evidence underscores that the panel is doing a 
superb job within its prescribed mandate and powers. However, 
there is still quite a bit of work that needs to be done to ensure 
that the panel process is more user-friendly for the affected people 
and that these people are consulted about the remedies and solu- 
tions to their problems and to project improvement. 

The recommendations that we are making today are relatively 
simple reforms to strengthen the panel process without actually 
changing the panel’s governing statute. The first recommendation 
we are making is about claimant access to the panel and the panel 
process. 

The current panel process has important instances where the 
claimant is completely left out of the process, and it is difficult to 
get information or to engage with management or the board. For 
example, the claimants are rarely involved in the remedies and the 
project improvements that are put forward by management. This 
needs to change. Management already has a mandate to involve 
the claimants, but they have not implemented this mandate. 

The claimants also don’t have access to important information 
during the panel process. For example, claimants don’t see the pan- 
el’s final report or management’s response until it has already gone 
to the Bank board and the board has made a decision. So then it 
is too late for the claimants to actually influence the outcome. 

The second issue is panel monitoring and follow-up. The panel 
currently has no mandate to follow-up or to monitor compliance for 
improvement after the claim has gone through the cycle. Experi- 
ence suggests that monitoring compliance is a critical element in 
enforcing the reforms and the remedies that need to be imple- 
mented on the ground. Monitoring would also provide the board 
with continued independent information about the project and put 
pressure on management to follow through with the improvements. 

The third area is the selection process for panel members. The 
selection process has grown increasingly nontransparent and secre- 
tive over the years. In the early days of the panel, the executive 
board was much more involved and there was much more openness 
to civil society recommendations. Currently, the selection com- 
mittee has four people, two from management and two from the 
board. In our view, it is a conflict of interest for management to 



31 


be involved in the selection process. We therefore recommend that 
the structure of the selection committee be reformed to include a 
civil society representative, the chair of the inspection panel, and 
two board members. We also recommend that the process be 
opened up more; that it be publicly announced and advertised; and 
that both the panel and civil society be engaged and consulted. 

The fourth area is public outreach. Despite public outreach ac- 
tivities of the panel, the panel is still not well known or understood 
in many developing countries. And the World Bank Board should 
empower the panel to increase its public outreach programs. 

The final one is the budget process. We just hope that Congress 
will monitor this, because some of our recommendations, such as 
follow-up and a more robust outreach panel, would require addi- 
tional resources for the panel. 

In conclusion, the inspection panel is still an important and effec- 
tive tool for communities. With these few innovations, the panel 
could become even more accountable and responsible to the people 
who need it most. 

We thank you, Chairman Frank, and we thank all the committee 
members for your leadership and your future action on strength- 
ening the inspection panel process. 

[The prepared statement of Ms. Udall can be found on page 71 
of the appendix.] 

Mr. Cleaver, [presiding] Thank you very much. 

Chairman Frank will return shortly. 

All of you hit on some things that I think are critically impor- 
tant. 

And I am sorry Mr. Lowery is not here, although I do appreciate 
his candor for the most part. But he mentioned in his testimony 
that the World Bank has moved over the past 10 years toward 
much greater transparency, and I am sure there is some greater 
transparency. But, you know, I raised the question with him about 
the Web site issue, whether that conditionality was on the Web 
site. I guess someone on his staff said “yes.” 

You are saying “no,” Ms. Molina-Gallart, and we were unable to 
find it either. 

So if there is some transparency, greater transparency, perhaps 
it is not as great as we were led to think during his testimony. 

Do any of you believe that there is a need for the World Bank 
to revisit the definition of ownership so that the policies are coun- 
try-selected rather than Bank-selected in an attempt to make sure 
that government-supported Bank selection is not the predominant 
factor in selections? Anyone? 

Ms. Molina-Gallart. Yes. Yes, I guess I can respond to that 
one, because one of my recommendations was precisely to revisit 
the Good Practice Principles. And conditionality, one of them; it is 
ownership the first of them. 

Basically, what has happened all too often with ownership is that 
policies have been designed by the Bank and then sold to the coun- 
tries, and then the Bank has said they are owned by the country. 
But this is not what we think that an owned policy should be. It 
should be not only country-selected, but it should also be country- 
led. That is why sometimes we talk about country leadership rath- 
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er than country ownership, country leadership over the develop- 
ment process. 

Mr. Cleaver. Thank you. 

I am going to yield now to the ranking member, Mr. Bachus. 

Mr. Bachus. Thank you. 

Let me just say to all the panelists, I think your testimony, 
which I have read much of it, and I will read it in its entirety, and 
our staff will, too, has already been very helpful on certain issues, 
such as privatization. 

You know, some of the adverse effects of conditionality or ad- 
verse effects of some of the actions of the World Bank, I think par- 
ticularly, Ms. Udall, it is fascinating how the panel and its very ex- 
istence has changed, has resulted in some positive outcomes or at 
least avoided negative outcomes, too. 

I am particularly interested at some point in talking about 
China, and if the panel has been able to operate successfully and 
made changes in their policy or in some of the World Bank projects 
there, where, you know, in the past, some have negatively im- 
pacted on people. 

I will yield back at this time, but we may at some point follow- 
up with you for additional questions about your testimony. 

I appreciate your valuable testimony. 

And I appreciate, Mr. Beckmann, your emphasis on the fact that 
you were for conditional funding or partial funding, I am not sure, 
and that now you advocate full funding. I do believe the World 
Bank has made positive strides, so thank you. 

Mr. Cleaver. Mr. Bell? 

Mr. Bell. Yes, I would just like to make a point about condition- 
ality. It is absolutely not wrong in and of itself. It depends what 
the conditions relate to. There are countries, I mean take Burundi 
as an example. My organization has been very closely involved in 
efforts to involve coffee growers in the reforms to the coffee sector. 
Currently, that sector is deliberately unaccountable and does not 
deliver benefits equitably to the people who grow coffee. Now, the 
World Bank has a very delicate negotiation with the IMF about 
what kind of approach to take with the Burundian government, 
which currently is — the ruling party is defying its own constitution 
and barring some rebel members of it from sitting in parliament. 
Parliament does not pass laws in the Burundian parliament. So I 
think when considering conditionality, it is essential to look at the 
details of the situation in the country. 

Mr. Bachus. And I would totally agree. I am not saying condi- 
tions are not — you know, they can be good or not good. We call 
them safeguards when they are good, or reforms. You know, they 
sometimes slow the process. Sometimes that is good. And you also 
have issues of sovereignty. But I think your testimony does accu- 
rately outline some of the problems that the World Bank has and 
how we need to be careful with conditionality and make sure that 
they benefit the people. 

But thank you. 

Mr. Cleaver. Thank you, Mr. Bachus. 

One question, and then I will pass this on to others. Our col- 
leagues, Mr. Bachus and Ms. Waters, introduced the Jubilee Act. 
And it was passed, of course, and it deals with the whole issue of 
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debt forgiveness. I was one of the sponsors, and I think it was one 
of the better things we have done. If we needed a Jubilee Act 2, 
what would you want to see us include in Jubilee — actually, Jubi- 
lee is supposed to be every 8 years. I will have to figure out a way 
to make it make sense with some numbers. But Jubilee 8.2, what- 
ever, what do you think we would need to add? 

Mr. Beckmann? 

Mr. Beckmann. Well, I think it would be really helpful for the 
committee to look into this current crisis in world hunger. I think 
it is going to last for a long time. People expect these high food 
prices to moderate a little bit but to stay high for at least 5 years. 
Fuel prices aren’t going to go down. So I am concerned. 

I am delighted that the World Bank has already set up and is 
operating this rapid response facility. But the amounts of money 
they are talking about are not close to the needs of the countries, 
as far as I can see. 

And then the Bank has put in some grant money, but mostly this 
is lending. And the IMF, I think in June, is planning to set up a 
similar facility to lend money to these desperately poor countries 
that are under incredible pressure, not of their own making. But 
that is going to be loan money. 

Mr. Cleaver. Yes. 

Mr. Beckmann. So these countries are going to go very rapidly 
into debt. Those low-income governments, those low-income country 
governments have responded to the current crisis before anybody 
realized it was a global crisis, because when the price of their sta- 
ple went up by 100 percent, they knew that they couldn’t let that 
price go up for their people by a 100 percent. So they are taking 
action, you know, the kind of thing that the IMF shakes its finger 
at. And for most of the poor people in the world, there is no pro- 
gram, no food aid that is going to reach them. It is only the mod- 
eration of the prices that is going to help. So those poor country 
governments need to take the hit. And it is going to translate into 
deeper debt for those governments. 

So I would think that the next — we need a Jubilee. And the first 
thing is to help the world figure out — really, everybody is — I think 
people don’t yet realize how serious a problem this is. And it is 
going to mean that the — I think what the IMF and the World Bank 
are doing with these rapid response facilities is the best response 
that is underway. But it is too little, and it is debt rather than 
grants. So that is — I would love the committee to get into that. I 
think we are going to need a Jubilee before we get to the 7th year. 

Mr. Cleaver. Thank you. 

The Chairman. If the gentleman would — if I could indulge, be- 
cause I have a meeting I am going to have to go to, so if I could 
ask my questions now, and then the gentleman from Missouri 
would stay on. 

I appreciate the kind words. 

Let me ask, on conditionality, where I believe it certainly is a 
good sign that we are hearing people now not defend condition- 
ality — let’s make the distinction. I assume we agree that there is 
a kind of conditionality that is important, and that is the anti-cor- 
ruption, pro-transparency. There is almost a procedural sub- 



34 


stantive split. And I think that is a very important point. In our 
amendments on the Jubilee Act, that is very much what we said. 

But on the substantive conditionality, there, again, we want to 
stress that the argument is not necessarily that these things are 
bad, but that they ought to be done locally. 

I also think there are some things — Mr. Beckmann, I appreciate 
what you said about the fertilizer. But in fact, as I recall, it is the 
case that was a kind of a reverse on the part of the Bank. We had 
the example, someone in the New York Times wrote it up, where 
the Bank was objecting to Malawi’s policy of subsidizing fertilizer. 

Would you comment? I mean, this was a reversal. Can we — is 
this something we can sort of take for granted going forward? Do 
they understand the mistake now? 

Mr. Beckmann. I think that the Bank has tended to be critical 
of big programs of subsidized fertilizer, subsidized seeds. And the 
Bank has pushed over the years to reduce those subsidies, you 
know, on the grounds that in fact they are financially difficult for 
governments to sustain. You know, the subsidies tend — you end up 
with subsidized fertilizers going to certain farmers, often the bigger 
farmers who can pay under the table to get some government offi- 
cial to give them subsidized fertilizer. So the Bank has had a more 
market approach over the years to subsidies in agriculture. They 
have also tried to reduce the price ceilings that many developing 
countries put on agricultural output. 

The Chairman. Let’s stay with fertilizer. 

Mr. Beckmann. No, no, the point, Mr. Chairman, is just that in 
this crisis, what I have seen is that the Bank is moving quickly to 
get money to governments to subsidize fertilizer, subsidize seeds 
because that is what is needed now. So it is an example of flexi- 
bility. 

The Chairman. I understand that. But in the first place, if it is 
helpful for growing food, maybe if we had been doing this before, 
we wouldn’t have had quite as much of a crisis. Are you suggesting 
this is just something that is just going to be that way for the cri- 
sis, and if and when this crisis ends, they are going to revert to 
opposing these subsidies for fertilizer? 

Mr. Beckmann. It is a response to the crisis. I don’t know how 
long it is going to go on. But I think the Bank is right to say that 
farmers ought to get a fair price for their food. 

The Chairman. Mr. Beckmann, I don’t understand why we are 
having trouble here. I am talking about the fertilizer subsidy. I 
don’t understand how subsidizing fertilizer means that they are not 
getting a fair price for their food. Let’s stick with this. Are you say- 
ing, then, that once this crisis is over, you would think it okay for 
the Bank to revert to a policy of opposing the subsidy of fertilizer 
and seed? 

Mr. Beckmann. Yes. I think there are better ways to use money 
to support farmers than subsidizing fertilizer. 

The Chairman. What would they be? 

Mr. Beckmann. Invest in rural roads that all farmers can use, 
and need. 

The Chairman. But you do support the subsidy of fertilizer and 
seed now because there is a food crisis. 

Mr. Beckmann. Right. 
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The Chairman. Do you anticipate that is going to go away any- 
time soon? 

Mr. Beckmann. I don’t anticipate it. I don’t know what I think 
about a year from now, or 2 years from now. 

The Chairman. But as long as there is a food shortage, you 
would be in favor, if they chose to subsidize fertilizer and seed. 

Mr. Beckmann. Right now the price of fertilizer has gone up so 
quickly that poor farmers cannot respond to higher food prices by 
planting. 

The Chairman. As long as we have this food crisis — I mean, you 
talk about the World Bank’s policy on farms. What do you think 
the World Bank’s evaluation of the American agriculture bill would 
be? 

Mr. Beckmann. I think they have been clear about it, that trade- 
distorting, protectionist subsidies are bad for global development. 

The Chairman. So the standard by which the World Bank has 
been critical of some of the developing countries, if, in fact, that 
were applied to the United States, it would be against our agricul- 
tural policy. 

Mr. Beckmann. Yes. And they would be right. 

The Chairman. I think that is something that people ought to 
consider. I suppose you can be in favor of either side, but it is hard 
to understand how people could advocate both. 

I thank the gentleman. 

I will yield back. 

Mr. Cleaver. Thank you. We will now call on the gentlelady 
from California Ms. Waters. 

Ms. Waters. Thank you very much. 

I would like to thank the members of the panel for being here 
today. I am sorry I am late. We had a markup in another com- 
mittee. But I really needed to be here when the Honorable Clay 
Lowery, the Assistant Secretary for International Affairs of the 
United States Department of the Treasury, was here because I ba- 
sically needed to talk about the global food crisis and suspension 
of debt payments, and, of course, I wanted to ask some very point- 
ed questions about Haiti. I suspect that our witnesses here today 
are all of similar opinions about what is happening with this global 
food crisis. 

Let me just say that last month, this committee held a hearing 
on the global food crisis, and while the crisis has several causes, 
it was clear from the testimony that of the causes was the policies 
of the World Bank. Since the early 1990’s, the World Bank has pro- 
moted a free-market approach to agriculture in developing coun- 
tries. Developing countries were instructed to eliminate govern- 
ment agriculture programs such as grain marketing boards, food 
storage and distribution services, and subsidies for seeds and fer- 
tilizer. I think I heard some reference to that a moment ago. 

Developing countries were simultaneously pressured to liberalize 
their trade policy, allowing food to be imported. Farms in devel- 
oping countries were forced to compete with imports from the 
United States and the European Union, where agricultural produc- 
tion continued to be heavily subsidized. Theoretically these policies 
were supposed to improve efficiency and create opportunities in the 
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private sector. Instead they contributed to the decline of agri- 
culture. 

According to the testimony of Rob Patel of the Institute for Food 
and Development Policy, import surges became common. Import 
surges occurred when a developing country lowered import tariffs 
on agricultural goods and then was flooded with these goods. The 
result was often a decline in domestic production. It is interesting. 

In Senegal, tariff reduction caused an import surge in tomato 
paste, and local production was cut in half. In Chile, an import 
surge in vegetable oil caused local production to be cut in half. In 
Ghana, local rice production fell from over 80 percent of domestic 
consumption in 1998 to less than 20 percent in 2003. 

Rob Patel also testified that the World Bank continues to condi- 
tion loans to developing countries on free-market agricultural poli- 
cies despite past failures. In the World Bank’s most recent round 
of poverty-reduction support credits, Tanzania was required to pre- 
pare four crop boards for sale. Benin was required to privatize its 
cotton sector. And Moldova was required to liberalize agricultural 
support programs. 

One country that decided to ignore the World Bank’s advice was 
Malawi. Following a disastrous corn harvest and a resulting famine 
in 2005, the government reinstated fertilizer subsidies. The result 
was record-breaking corn harvests in 2006 and 2007. Acute child- 
hood hunger has fallen considerably, and Malawi was able to ex- 
port corn to Zimbabwe and sell excess corn to the World Food Pro- 
gram last year. 

Despite the fact that all of us are so supportive of debt relief and 
some of the other things that we do, I think that we are not very 
effective in dealing with some of these issues. I suspect and I know 
it is long past time for the World Bank to change its approach to 
agricultural development. 

Do you have any advice for us about how we can be more effec- 
tive in getting the World Bank — and tell me what some of the pro- 
grams and organizations are doing to try and offer advice and pres- 
sure to the World Bank to change its approach to agricultural de- 
velopment. Any enlightenment that you can do, that would be help- 
ful to us. Anybody? 

Mr. Bell. My first piece of advice is not to cut off your nose to 
spite your face. There is a great difference between emergency agri- 
cultural relief, such as Mr. Beckmann has talked about, and long- 
term IDA projects to try to transform the operating environment in 
which poor people are trying to grow food and an income. 

The two countries that I have spent considerable time in the last 
2 years, Nepal and Burundi, both of these countries, the vast ma- 
jority of the poorest grow food for themselves. They are not really 
affected by the surge of imports because they are not able to earn 
an income to be able to buy food. 

There are multiple factors locally that affect the ability of people 
to feed themselves. I think that to ignore the governance issues, 
the fact that subsidies on fuel may only — by cutting them, you may 
only be affecting the very rich or the people who are able to be rich. 

So I think that it is absolutely essential to focus on how the bank 
takes its decisions rather than “X” or “Y” policy, per se, is wrong. 
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Ms. Waters. Any other comments? If not, I would like to move 
to — you probably have had some discussion on this maybe today — 
suspension of debt payments for decision point countries. My ques- 
tion is: Would you support an immediate suspension of debt service 
payments by all of the HIPC decision point countries while they 
continue to implement debt relief conditions and food prices remain 
high? Anyone? 

Mr. Beckmann. What I think we are going to need is additional 
debt relief. We are going to need concession to these rapid response 
facilities — it is mainly, as I understand it — I mean, on the impact 
of the hunger crisis, we really don’t know a lot yet, but I think it 
is a slightly different group of countries. It is the low-income coun- 
tries that import food and fuel where people are going to die and 
where the governments are going to go broke. So there needs to be 
some additional funding through debt relief, additional concessional 
funding. 

There needs to be a response. I am not sure whether it should 
be just what you are suggesting as you take all those HIPC coun- 
tries. Maybe it is not exactly that set of countries, but the basic 
idea is right, that we need to provide additional funding for a lot 
of low-income countries that have suddenly been put in a much 
worse situation and are likely to be there for the foreseeable future. 

Ms. Waters. The decision point countries, there are 10: Afghani- 
stan; Burundi; Central Africa Republic; Chad; Democratic Republic 
of Congo; Republic of Congo; Guinea; Guinea-Bissau; Haiti; and Li- 
beria. 

I have been really disturbed by the food riots in Haiti, and I 
don’t understand why — I sent a letter to Treasury Secretary 
Paulson urging him to use his influence to expedite the cancella- 
tion of Haiti’s debts and to immediately suspend all further debt 
payments from Haiti. Fifty-four Members of the House signed the 
letter, including Chairman Frank and Ranking Member Bachus. 

Unfortunately, I received a disappointing response to my letter. 
Treasury informed me that Haiti is not expected to receive com- 
plete debt cancellation at the present time, but Haiti is receiving 
other forms of aid. While I appreciate that the international finan- 
cial institutions and the United States are providing loans and 
grants to Haiti, this is simply, of course, not enough while Haitians 
are starving. I, once again, will call on Treasury Secretary Paulson 
to do everything in his power to provide immediate debt cancella- 
tion for Haiti because I don’t see how we can in good conscience 
accept payments from Haiti at this time of desperate need. 

Haiti owes over $1 billion to multilateral financial institutions, 
and Haiti is scheduled to pay more than $48 million in debt service 
this year. This is money that could be spent to develop Haiti’s econ- 
omy, rebuild crumbling infrastructure, and expand agriculture. It 
could be spent on food for hungry people. Instead, it is being used 
to service Haiti’s debts. 

How loud is the outcry from organizations such as Bread for the 
World and Bread for the World Institute and other organizations 
about what we are watching and what we are saying in this food 
crisis in particular in Haiti? What are people saying? 

Anybody? Yes. 
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Mr. Beckmann. Mr. Lowery — when you weren’t here — said that, 
in fact, they have arranged cancellation of virtually all of Haiti’s 
debt by early next year from the multilateral institutions. He is not 
here, but I think what I heard was he must have gotten your letter 
and paid attention to it. 

Ms. Waters. He didn’t pay attention to it if he said they will do 
it by next year. I am talking about immediately. 

Mr. Beckmann. The question you addressed on Bread for the 
World, we are being just as loud as we can be about — I think the 
right word for it is a hunger crisis. It is not just food, it is fuel. 
And the issue is not only — I mean, it is that high food prices are 
what is making people hungry, but the crisis is that people — most 
of the world’s poorest people are getting poorer, and people who are 
just out of poverty, maybe 100 million people, have been driven 
into extreme poverty, we think. So the crisis is the hungry people, 
and there is no relief in sight. 

The policy response to date, the supplemental appropriation that 
Congress is considering, the rapid-response facilities of the Bank 
and the Fund, the extra money that has been collected for the 
World Food Programme are a drop in the bucket compared to the 
crisis. 

So it is not only in Haiti. In Ethiopia, right now, we have starv- 
ing babies again. Ethiopia has made wonderful progress. In 1990, 
30 percent of the kids were in school. Now 90 percent of the kids 
are in school. There is lower child mortality. So they have done a 
lot. But over the last few years they have been struggling with 
these high food and fuel costs. Now they have drought. So we are 
seeing starving babies. 

I think in a number of the fragile states, countries like Liberia, 
where political solidity just isn’t there, then if you take the staple 
crop, the thing that people eat, and you double the price of that, 
some of those governments are going to fall. So I think we are 
going to see a string of humanitarian crises and we are going to 
see a string of political crises. In my judgment, none of us yet has 
really picked up on how big a setback in the world’s development 
we are experiencing, so Bread for the World is trying to sound the 
alarm. 

Ms. Waters. What should we be doing? 

Mr. Beckmann. I liked the idea of a Jubilee II. You held a hear- 
ing on the food crisis just a month ago, but I think that idea, to 
look at what is the Bank doing, what is the Fund doing, what the 
institutions under your jurisdiction, how are they responding, and 
what more could be done, because my guess is that — I think actu- 
ally the Bank and the Fund, what they are doing to help the low- 
income country governments, and in some cases they do have wel- 
fare systems, so they need to strengthen those systems of welfare, 
of assistance to — humanitarian assistance to poor people. They 
have food shops, ration shops. 

So some of this money from the Bank and the Fund is supporting 
that, some of it is subsidizing fertilizer and seed so that farmers 
can plant for the next harvest. I think what they are doing is about 
the best thing that the world is doing, but it is not nearly on the 
right scale, and it is mostly loan money. It can’t be loan money. 
These countries are broke. 
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I think the committee could accelerate the process of getting the 
U.S. Treasury, the Bank, the Fund, and the other multilateral 
banks to focus on this. Ask the African Development Bank what 
they are doing. It would just help to move the whole thing forward. 
In fact, none of us has full knowledge; nobody knows how many 
people — for example, I am guessing it is 800 million people — have 
taken a hit of 10 to 50 percent in their real income. I said that to 
the director of the agriculture department at the World Bank, and 
I said, “Does that strike you as crazy?” He said, “No. We are trying 
to get the numbers together, but that strikes me as plausible.” 

What is striking is that nobody knows the full scale of this prob- 
lem, so the committee could really help just by asking about it and 
then pushing for more vigorous response. 

Ms. Waters. Thank you very much. 

Yes? 

Ms. Molina-Gallart. I would like to add another point, because 
I think that we have been focusing our responses on what needs 
to be done in the context of emergency, but I think it is important 
to think of long term as well. And to think of longer term, we have 
to assess the mistakes of the past. I think that, quoting the testi- 
mony that was here a few days ago, you have mentioned a number 
of them. 

Since we are speaking about conditionality today, we have to be 
aware and learn from the past and the conditions that undermine 
the agriculture in a number of countries. I do agree with other tes- 
timonies that have mentioned there is no single response to what 
should be done in the agriculture sector to secure that these don’t 
take place again. But what is very important is that these condi- 
tions and policy advice on agricultural development, it is not biased 
simply or uniquely to the market, strictly market model, but rather 
that since we are talking about low-income countries with little ca- 
pacity to devise and design different policy scenarios, what inter- 
national institutions have to do is not provide one single response, 
but help to draft different policy scenarios on different policy 
choices and what could be the impact of each of these in terms of 
poverty reduction. This is the way that they can assist countries 
to take better-informed policy decisions. 

Ms. Waters. Thank you very much for your generosity. 

Let me say, Mr. Chairman, I have this old-fashioned belief that 
to the degree countries can grow their own food, and particularly 
their basic crops, such as rice and wheat, then they will not be 
hungry. 

Mr. Cleaver. We thank the gentlelady from California. Her Ju- 
bilee Act is consistent with what she is saying now, and the more 
I hear today, the more I am thinking that we do need Jubilee II. 

I will now call on the gentlelady from Wisconsin Ms. Moore. 

Ms. Moore of Wisconsin. Thank you so much, Mr. Chairman. 
This has been a fantastic panel. Thank you for your patience. 

I have listened very carefully to all of your testimony, and it oc- 
curs to me — unless I am hearing things wrong — that while we have 
made great progress in bringing some accountability to the World 
Bank’s lending practices, its transparency, you mentioned the 15- 
year anniversary, Ms. Udall, of the inspection panel, and some of 
the problems associated with that, that claimants don’t really have 
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access to the panel. They are rarely involved in remedies. When we 
do have problems — I guess I want to associate myself with the 
opening remarks of Congresswoman Waters. I think she very aptly 
described some of the problems that we have heard about when 
there are — for example, in Ghana, where we recently visited, this 
committee, where cheap imports of rice undermined the local pro- 
duction of rice in that country. 

I also am hearing very clearly what Mr. Beckmann is saying 
about hunger really being the canary in the coal mine of other 
kinds of problems. Certainly Ms. Molina-Gallart’s testimony has 
been very important in terms of identifying the continued condi- 
tionality, bad conditionality, because there are good conditionalities 
that ought to be expected of anyone, but bad conditionality con- 
tinuing to pressure these low-income communities. 

I want to start out by asking Mr. Bell a question. You mentioned 
something in your testimony about how we need to shift the minds 
of the World Bank. You also talked about the organizational struc- 
ture and culture and a reassessment, I believe, of underwriting cri- 
teria and looking at the administrative budgets involved. I reit- 
erate, plucking out certain comments that you made, tying them to 
a comment that Mr. Lowery made about the complex international 
aid architecture, and I renew a question that I made to Mr. Lowery 
about whether or not what we are seeing is the development of 
very complex and sophisticated world trade policies, economic poli- 
cies, the OECD, the WTO, subsidies in this country, farm subsidies 
in this country, and then, on the other hand, not allowing subsidies 
in other countries, conditionality that prevents other countries from 
raising tariffs so that they empower European and the United 
States exports and products. 

Are we at a point that we really need to look worldwide at an 
organizational structure and culture of lending where you have 
these — you always have winners and losers, but where you have 
some people being thrust into deep, extreme poverty, and others 
being wealthy? Are we at that point, Mr. Bell? 

Mr. Bell. That is an amazingly complex question. It goes beyond 
the entanglement of institutions to different units and teams and 
groups within institutions having corresponding interlocutors in 
different groups and units of international institutions. So every- 
thing is interlinked. 

To take the example of how the OECD is a collection of bilateral 
donors, and the Development Assistance Committee works very 
closely with the World Bank and the United Nations Development 
Program to develop principles for more effective engagement in 
fragile states, or more globally, the Paris Declaration on Aid Effec- 
tiveness, I think there are definitely strong efforts within these in- 
stitutions to harmonize the efforts and achieve coherence in their 
policies, but there are enormous competing priorities, I couldn’t 
agree more. 

It comes back to my point about how you pay attention to the 
detail and your ability to pay attention to the detail, because the 
places that I have worked in the last 2 years, a lot of the reasons 
for hunger relate to the decision of local people that they want to 
be associated with a higher income bracket and eat rice rather 
than millet or barley that they can grow more easily locally. 
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The ownership point is exactly right. I think we have to seg- 
regate and say, ownership by whom? An illegitimate or oppressive 
or ineffective government can be more of a problem than the actual 
capacities of local people to deal with the problem. It is a balance. 

Ms. Moore of Wisconsin. So, with your permission, Mr. Chair- 
man, my time seems to have expired, can I just follow up with the 
other panelists? 

The Chairman. Yes. 

Ms. Moore of Wisconsin. Given this, I guess I would ask Mr. 
Beckmann or Ms. Molina-Gallart or Ms. Udall, any of you who 
would like to chime in to my remaining time, do you think while 
there is a lot of demonization of the World Bank, and, of course, 
the only reason we know of their failings is because they have been 
more transparent, they have published what they have done, and 
they are critical in terms of helping the world, but do you think 
that the World Bank really has its hands tied in terms of trying 
to render assistance to low-income communities, to countries, to 
communities that are postconflict, because, in fact, they are coming 
under intense pressure from all these other financial institutions to 
create a favorable environment for the private sector, to create a 
favorable environment for European and donor countries’ exports? 

Do you think that the World Bank does not have the kind of 
independence that it needs to get away from conditionality? Do you 
think — this is sort of a backdoor approach to the same question I 
asked Mr. Bell — that in terms of a major reform, we have to look 
at all of the competing interests in the rest of these financial insti- 
tutional structures, the culture, as it were? 

Mr. Beckmann? 

Mr. Beckmann. I really don’t think that the World Bank is hos- 
tage to the commercial interests in the industrialized countries. I 
think it is doing a pretty decent job on the issues that the other 
panelists talk about. There is an understanding that — 

Mr. Moore. If not the World Bank — you talk about food. What 
about commodities; I mean, food and trade conditions? 

Mr. Beckmann. I think in terms of restructuring the inter- 
national architecture for development, some of the reform needs to 
happen in the U.S. Government. We have 36 institutions within 
the U.S. Government that provide development assistance in devel- 
oping countries. In fact, the World Bank does a pretty decent job 
of trying to coordinate the development efforts of many donor gov- 
ernments, but it doesn’t help that the United States Government 
has 36 different agencies of its own going to developing countries, 
going to poor countries to try to run little development programs. 

In the area of trade, part of the problem is in agricultural trade 
that our policies undercut the capacity of African farmers, have for 
30 years undercut the capacity of African farmers to produce. It is 
that rice that I think you mentioned; subsidized rice is being pro- 
duced in Georgia and Arkansas and Texas, and it is subsidized be- 
cause of the U.S. farm bill. We just passed a farm bill that main- 
tains those subsidies. 

So, in my judgment, in agriculture, before this hunger crisis is 
over, we are going to need a new Doha Round, we are going to 
need — developing countries want us to reduce our protectionism in 
agriculture, and that can be part of a process; not a strictly ideolog- 
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ical process, but broadly we need an agriculture that is less protec- 
tionist, less clunky, more market -oriented, more responsive to 
changing needs, and because poor countries in general have com- 
parative advantage in agriculture, a more open, global market in 
agriculture will help people get out of poverty. 

Ms. Molina-Gallart. Going back to the World Bank, definitely 
it will require that position, as the previous speaker was saying, 
change at the donor level by the governments who sit at the Execu- 
tive Board and at the Governing Board of the World Bank. But ob- 
viously the institution is fragmented, as any other big institution, 
and it will require as well changes in management and staff. So 
basically, if the executive board improved good practice principles 
and conditionality, as they did in 2005, but an improved set, and 
monitoring and performance assessment mechanisms were set to 
monitor progress at the level of the staff and the management, 
probably in 2 years’ time from now we could take another step for- 
ward, as we did from 2005 until now. 

Mr. Cleaver. Thank you. 

Are there any other panelists who would like to respond? If not, 
we want to thank all of you very much for your testimony. I think 
your testimony balanced quite well the testimony of Mr. Lowery, 
and we appreciate the suggestions and the recommendations that 
you brought forward. 

There may be some additional questions for this panel which 
members may wish to submit in writing. Without objection, the 
hearing record will remain open for 30 days for members to submit 
written questions to these witnesses and to place their responses 
on the record. 

The hearing is adjourned. 

[Whereupon, at 12:32 p.m., the hearing was adjourned.] 
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Financial Services Committee 

Full Committee Hearing: “The 1 5 lh Replenishment of the International Development 
Association (IDA) and the 1 1 11 ' Replenishment of the African Development Fund 

(AfDF)” 

Opening Statement for Congressman Andre Carson 
June 1 8, 2008 

Thank you. Chairman Frank and Ranking Member Bachus for holding this hearing today 
regarding the 1 5 ,h replenishment of the International Development Association (IDA) and 
the 1 I ih replenishment of the African Development Fund. As we consider these 
proposals today, we face critical questions about the effectiveness of current aid and how 
we can work to rebuild failed or fragile states. 

I am pleased that the Administration sought significant increases in the U.S. contribution 
to the IDA and for the African Development Fund. We must target these crucial 
multilateral resources towards fighting the HIV/AIDS epidemic, combating global 
climate change, stabilizing weakened governments and addressing the global food crisis. 

Y esterday, 1 met with David Miner, Chair of the Board of Directors for Bread for the 
World and a highly respected member of the Indianapolis community. He highlighted 
the severity of the world food crisis and how imperative it is that we give weight to this 
problem in examining how global assistance through the IDA is directed. He said the 
following: 

“After making significant progress in the last two decades, the current high food 
prices represent a significant setback. At this point, we don’t think the world 
community has fully realized the impact of this. Wc arc delighted that these 
conversations are being held because this is a very important issue.” 

I could not agree with him more and I would add that during my recent trip to Haiti, I was 
deeply moved by those 1 saw suffering from extreme poverty and hunger. In a world 
with such wealth and resources, we must aggressively fight to make sure the resources 
we devote to foreign assistance can truly bring about the substantive structural changes 
within governments to help those living at the margins of society. 

Another important concern is ensuring this assistance reaches citizens more directly. The 
Bank has a history of working with primarily the politically elite in weak and failing 
recipient countries, which were not being held accountable for the needs of their citizens. 
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So I am pleased that during negotiations for IDA-1 5, donor countries focused on the 
needs of fragile countries. 

These fragile states only account for one fifth of IDA recipients, yet they represent over 
one third of the extreme poor. The World Bank’s practice of being detached from 
resolving conflicts within these fragile states is outdated and I am pleased to see that in 
this budget, there is increased commitment in staffing and resources towards bringing 
about stability in recipient countries. 

Further, I appreciate that since 2005, the World Bank has been increasingly open to 
suggestions about policy and has recognized, to some extent, the negative implications of 
imposing of harsh conditionalities on recipient countries. Privatization of public services 
and user fees on secondary education, health care and even water have not stimulated 
economic growth in these countries; rather, they have served only to exacerbate the dire 
circumstances of the citizens within recipient nations. I hope that the Bank continues to 
build on the Good Practice Principles with regard to conditionalities. 

Lastly, 1 think it is important to note that Chairman Frank has been a leader in promoting 
transparency and accountability within the World Bank. I commend him for his work 
and would note how important it is for affected citizens to be able to weigh in the policies 
imposed by the Bank and offer opinions on how to strengthen those policies. 

I would like to thank the witnesses for attending and I look forward to this important 
discussion today. 
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Hearing in the Committee on Financial Services 
Opening Remarks 
By Rep. Maxine Waters 

“The 15 Ih Replenishment of the International Development Association (IDA) 
and the 1 1 th Replenishment of the African Development Fund (AfDF)” 

Wednesday, June 18, 2008 
2128 Rayburn, 10:00AM 


I would like to thank Chairman Barney Frank and Ranking Member Spencer Bachus for 
organizing this hearing on the 15 lh Replenishment of the International Development Association 
(IDA) and the 1 l ,h Replenishment of the African Development Fund (AfDF). It is unfortunate 
that Congress must consider these proposed replenishments in the midst of an unprecedented 
global food crisis. 

Global Food Crisis 


Last month, this committee held a hearing on the global food crisis, and while the crisis 
has several causes, it was clear from the testimony that one of the causes was the policies of the 
World Bank. 

Since the early I990’s, the World Bank has promoted a free market approach to 
agriculture in developing countries, Developing countries were instructed to eliminate 
government agricultural programs, such as grain marketing boards, food storage and distribution 
services, and subsidies for seeds and fertilizer. Developing countries were simultaneously 
pressured to liberalize trade policies, allowing food to be imported. Farmers in developing 
countries were forced to compete with imports from the United States and the European Union, 
where agricultural production continued to be heavily subsidized. Theoretically, these policies 
were supposed to improve efficiency and create opportunities in the private sector. Instead, they 
contributed to the decline of agriculture. 

According to the testimony of Raj Patel of the Institute for Food and Development 
Policy, import surges became common. Import surges occurred when a developing country 
lowered import tariffs on agricultural goods and then was flooded with those goods. The result 
was often a decline in domestic production. In Senegal, tariff reduction caused an import surge 
in tomato paste, and local production was cut in half. In Chile, an import surge in vegetable oil 
caused local production to be cut in half. In Ghana, local rice production fell from over 80% of 
domestic consumption in 1998 to less than 20% in 2003. 

Raj Patel also testified that the World Bank continues to condition loans to developing 
countries on free market agricultural policies, despite past failures. In the World Bank’s most 
recent round of Poverty Reduction Support Credits, Tanzania was required to prepare four crop 
boards for sale; Benin was required to privatize its cotton sector; and Moldova was required to 
liberalize agricultural support programs. 
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One country that decided to ignore the World Bank’s advice was Malawi. Following a 
disastrous com harvest and a resulting famine in 2005, the government reinstated fertilizer 
subsidies. The result was record-breaking com harvests in 2006 and 2007. Acute childhood 
hunger has fallen considerably, and Malawi was able to export com to Zimbabwe and sell excess 
com to the World Food Program last year. 

Clearly, the World Bank needs to change its approach to agricultural development. 

Debt Cancellation 


For over a decade, I have been working to cancel the debts that the world’s poorest 
countries owe to multilateral financial institutions, like the World Bank. In July of 2005, G-8 
leaders announced that they had agreed to cancel completely the debts of qualifying poor 
countries under the Heavily Indebted Poor Countries (I II PC) Initiative. As a result of this 
agreement, twenty-three of the world’s poorest countries have reached the “completion point” of 
the HIPC Initiative and had their debts cancelled. 

Earlier this year, this committee marked up, and the House of Representatives passed, the 
Jubilee Act (H.R. 2634) - my legislation to expand debt cancellation for the world’s poorest 
countries. This legislation will make up to 25 additional poor countries eligible for complete 
debt cancellation. I deeply appreciate the support of the members of this committee for the 
Jubilee Act, and 1 look forward to its passage in the Senate. 

The expansion of debt cancellation programs is one important way to address the global 
food crisis. Money that poor countries must spend on debt payments is money they cannot spend 
purchasing food or developing agricultural capacity. 

Decision Point Countries 


1 am especially concerned about the impact of the global food crisis on heavily indebted 
poor countries that have not yet reached the completion point of the HIPC Initiative. There arc 
currently ten poor countries that have reached the “decision point" of the HIPC Initiative but not 
the completion point, meaning that they have received partial debt relief and arc in the process of 
qualifying for complete debt cancellation. These ten countries arc required to continue to make 
debt service payments while implementing IMF and World Bank conditions for debt 
cancellation. 

One of the ten decision point countries is Liberia. Liberia is one of the world’s most 
impoverished countries, and it is in a difficult transition to a new democracy, following fourteen 
years of civil war. Per capita income was projected to be $ 1 36 per year, and that was prior to the 
world food crisis. The unemployment rate hovers around 85%, and more than three quarters of 
the population lives on less than $1 per day. Life expectancy is less than 45 years, and the infant 
mortality rate is 157 infants per 1,000 live births. 

Liberia owes approximately $4.5 billion in external debts. Debt relief will free up 
resources to rebuild Liberia’s infrastructure and meet the basic needs of its population. Debt 
relief will also provide a tangible sign of progress to the Liberian people, bolstering the 
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democratically-elected government. Furthermore, the sooner Liberia receives debt relief, the 
sooner Liberia’s government can devote its full attention to other critical issues such as poverty 
reduction, financial management, and good governance. 

Another one of these ten decision point countries is Haiti. Haiti is already the poorest 
country in the Western Hemisphere. According to the World Food Program, the average Haitian 
diet consists of only 1 ,640 calorics. That’s 460 calorics less than the typical daily requirement of 
2,100 calories. Reuters has reported that prices for some items in Haiti, such as rice, have 
doubled in the last six months. Haiti is one of several countries in which the global food crisis 
has led to riots over food prices. 

Haiti owes over one billion dollars to multilateral financial institutions, and Haiti is 
scheduled to pay more than $48 million in debt service this year. This is money that could be 
spent to develop Haiti’s economy, rebuild crumbling infrastructure, and expand agricultural 
production. It could also be spent on food for hungry people. Instead, it is being spent to service 
Haiti’s debts. 

On February 28, 2008, 1 sent a letter to Treasury Secretary Henry Paulson, urging him to 
use his influence to expedite the cancellation of Haiti's debts and to immediately suspend all 
further debt service payments from Haiti. The letter was signed by 54 members of the House of 
Representatives, including Chairman Barney Frank and Ranking Member Spencer Bachus. 

Unfortunately, 1 received a disappointing response to my letter. Treasury informed me 
that Haiti is not expected to receive complete debt cancellation at the present time, but Haiti is 
receiving other forms of aid. While 1 appreciate that the international financial institutions and 
the United States arc providing loans and grants to Haiti, this is simply not enough while 
Haitians arc starving. I once again call on Treasury Secretary Paulson to do everything in his 
power to provide immediate debt cancellation for Haiti. We cannot in good conscience accept 
debt payments from Haiti at this time of desperate need. 

Given the severity of the global food crisis, I believe the World Bank should consider 
providing additional relief to all of the ten decision point countries. This relief could come in the 
form of an immediate suspension of debt service payments, followed by expedited consideration 
for complete debt cancellation. It is both unjust and unwise to require countries that arc doing 
their best to implement World Bank conditions to continue making debt payments to the World 
Bank while their people go hungry. 

Conclusion 


1 look forward to the testimony of the witnesses. I am especially interested in hearing the 
witnesses’ views on the impact of the World Bank’s economic policy conditions on agricultural 
development. 1 hope today’s hearing will help the members of this committee understand how 
World Bank policies contribute to or interfere with efforts to alleviate the global food crisis and 
fight poverty. 

I yield back the balance of my time. 
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Testimony of David Beckmann, Bread for the World 
“IDA and the African Development Fund” 

House of Representatives Financial Services Committee Hearing 
June 18, 2008 


Chairman Frank, Ranking Member Bachus and Members of the Committee, thank 
you for this opportunity to testify. 

We arc right now in the midst of a world hunger crisis. I want to talk first about 
this crisis and the World Bank’s role in addressing it. I’ll then come back to discussing 
IDA and the African Development Fund more generally and my recommendation to this 
committee. 

I went to the Rome conference on food prices earlier this month. On the airplane 
on the way home, I reviewed documents from the conference and became convinced that 
this crisis is even worse than I had thought. No one has good numbers yet. But my guess 
is that something like 800 million of the world’s poorest people have over the last year 
suffered a serious reduction in their real income, ranging from 10 percent to 50 percent. 

Hundreds of millions of people arc eating less and eating famine foods. Many 
have sold their goats and arc pulling their children out of school. High prices for oil and 
other economic problems arc contributing to the crisis, but poor people arc suffering 
mainly from dramatically increased prices for basic grains. 

Food prices arc expected to moderate somewhat, but remain high for years to 
come. I think we will sec political unrest in some of the affected countries, and I’m 
afraid we will sec a string of humanitarian crises, beginning with the severe hunger that 
has now hit parts of Ethiopia. 

The annual food-import bill of the low-income food-deficit countries has gone up 
by roughly $70 billion over the last two years. The policy response so far is not at all 
commensurate with the scale of the problem. The supplemental appropriation that 
Congress is considering will be about $2 billion, mostly food aid - and that is more than 
any other donor government is doing. 

The World Bank has since April been sounding an alarm about this crisis, and the 
Bank’s analysis of what needs to be done is more sophisticated than wc have from any 
other source. Both IDA and the African Development Fund have announced that they arc 
expanding their investment in agriculture. 

The World Bank has also launched a rapid response facility to help the hardest hit 
countries. Because the prices of fertilizer and seed have shot up, many poor farmers 
cannot afford to plant more in response to higher food prices. The new facility is helping 
to cushion the humanitarian impact of the crisis and helping to get affordable seeds and 
fertilizers out to farmers. 



50 


2 


The World Bank’s performance in this crisis has been particularly impressive, and 
it illustrates some of the ongoing strengths of both IDA and the African Development 
Fund. 


One strength is analytical leadership. The World Bank has unrivalled capacity for 
analysis of international development problems and for helping the world to respond 
collectively. Under the leadership of Don Kaberuka, the African Development Bank is 
emerging as a development knowledge leader within Africa. 

A second strength is that the multilateral banks arc focused mainly on poverty- 
reducing development. By contrast, every dollar that Congress gives to USAID serves at 
least three purposes: winning influential friends for the United States, benefiting U.S. 
suppliers, and helping poor people. You can see the difference most clearly in the 
allocation of resources by country. IDA and the African Development Fund provide 
assistance mainly to low-income countries that arc relatively well governed. Less of 
USAID’s money goes to low-income countries. 

Third, the World Bank and the African Development Bank have strong 
partnership relationships with developing countries. When 1 visit African countries, the 
World Bank’s resident mission always knows as much as anybody about issues that arc 
important to progress against poverty and how the government is addressing them. The 
World Bank has the car of top government officials, even when the Bank is critical. The 
World Bank also docs a much better job than in the past of relating to civil society and 
getting government agencies to listen to civil society, including people in low-income 
communities. 

The African Development Bank is Africa-owned and managed and, for that 
reason, even more trusted by African leaders. 

Finally, the World Bank has a better system of self-evaluation than any other 
organization in international development. We know that the World Bank has lots of 
failings, partly because the Bank analyzes and publicizes its failings. The Bank used to 
act as if it had all the answers. But in my experience, the Bank is now eager to hear 
diverse points of view and listen to its critics. As the hunger crisis has come to light, the 
World Bank has been working closely with many governments and U.N. institutions. 
Several weeks ago. Bob Zoellick convened a meeting with civil-society organizations 
from around the world so that managers from the Bank and the IMF could hear diverse 
perspectives on the crisis. 

Early in my career, I served on the staff of the World Bank. I worked in various 
ways to make the Bank more effective in reducing poverty. I’ve been at Bread for the 
World since 1991, and for many years Bread for the World gave only qualified support 
for replenishments of IDA. 
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But at this point, I recommend that you authorize the entire replenishment of IDA 
without conditions. I recommend that you do the same for the African Development 
Fund. 


These multilateral banks deserve your confidence. Their impact still falls far 
short of their aspirations, but they compare well to other agencies of international 
development. 

Reauthorizing these replenishments without conditions would also strengthen the 
U.S. voice in these institutions. Other countries have increased their contributions more 
than we have, and we arc in arrears to the World Bank. Our country put the World Bank 
through the tumultuous presidency of Paul Wolfowitz, and many people in other 
countries arc impatient with U.S. foreign policy generally. So we would do well to be a 
team player in these rcauthorizations. 

Finally, the world hunger crisis is a huge setback in the world’s progress against 
poverty. Clean rcauthorizations of IDA and the African Development Fund would 
provide much needed financing for the recovery we will be struggling to achieve over the 
next several years. 
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Alert. 


Understanding conflict. Building peace. 


Submission to the House Committee on Financial Services 

for the hearing "The 15th Replenishment of the International Development Association 
(IDA) and the 1 1th Replenishment of the African Development Fund (AfDF)" 
Wednesday, June 18, 10:00 a m 
Submission from: International Alert 1 , London, U.K. 


Key Points: 

■ For a number of years, specialist teams in the Bank have been generating 
knowledge on conflict-related issues, and have played an important role in 
international efforts to improve aid effectiveness in fragile states and situations. A 
review in 2006 by the Bank's Independent Evaluation Group highlighted many of the 
key ongoing challenges. Under President Zoellick and following the IDA15 
negotiations, the Bank is now accelerating its efforts to improve its operations in 
these places. It is trying to improve financing arrangements and also generate 
greater knowledge on what aid modalities work best. 

■ Much of the institution, however, continues to treat conflict/fragility as a "thematic” 
issue. Discrete programmes and units are ‘tacked on’ to the 'standard' way of 
working. Conflict dynamics are not yet recognised as being fundamental to the 
context in which all types of Bank activities are taking place. Yet. in such settings 
failure to understand power relations and social dynamics, as well as the spatial, 
gender or identity group distribution of Bank assistance, risks not only ineffective 
assistance but also that aid itself becomes a resource worth competing for. 

■ Institution-wide, efficiency in country operations, including in fragile and conflict- 
affected countries, tends to be conflated with effectiveness. The absolute quantity of 
disbursements too often seems the benchmark by which 'success' is measured. 
Bank development professionals tend to focus on the endogenous, Bank system- 
related factors of a 'successful' project. The exogenous, context-related issues which 
determine the quality of outcomes over time for the country's people, not least in 
terms of governance relationships, continue to be underplayed. 

■ Raising the quality of assistance to Fragile and Conflict-affected Countries is expert 
labour-intensive. It requires that: 

- Staffing levels, skills sets and location be appropriate for ensuring the best 
possible design, implementation and follow-through on strategies and 
projects in very difficult operating environments. 

- Bank operations pay more attention to the recruitment processes for the 
implementation of Bank projects by recipient agencies (e g. line ministries) as 
well as to subsequent contractor and consultant performance. 

- The right incentives need to be in place for staff to pay greater attention to 
these issues and to travel into districts to monitor them. 

The administrative budget and performance criteria should be adapted accordingly. 

■ Bilateral donors to IDA (in capital and the field) must increase their own human 
resource capacity and budgets so that staff can properly engage with Bank staff on 
their decision-making. They should be able to better track and support the World 
Bank in its own poverty reduction efforts and for its coherence with other institutions. 
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Introduction 

1. The global effort to reduce poverty is often distilled into the Millennium Development 
Goals. These are technical, quantifiable targets by which the assistance of international 
development institutions, such as the World Bank, are measured and by which their 
performance is most often assessed. Yet the reality of development is that good 
intentions come up against the complexity of politics, identity and culture, stark 
inequities between sexes, as well as severely limited local economic opportunities. In 
these environments, all aid is political and politics impacts upon all forms of 
engagement. 

2. In conflict-affected and fragile states (i.e. 40-50 countries worldwide) 2 the challenges to 
development are particularly acute. The often-desperate needs, fears and insecurity of 
populations sit alongside prejudice, discrimination, violence and exploitation - problems 
which are not limited to state borders. Existing national and local institutions are often 
neither delivering adequate services nor ensuring that tensions are managed 
peacefully. Recognition of these challenges is changing the way donors and multilateral 
development institutions like the World Bank provide assistance. 

The World Bank and the 40-50 conflict-affected and fragile states 

3. As a financier and provider of influential policy and technical advice in developing 
countries, the World Bank has very substantial direct and inadvertent impacts on local 
and national economic systems and governance, as well as cross-regional dynamics. 3 
The Bank also plays a fundamental role in influencing the direction and characteristics 
of other aid and investment flows and in leveraging activities by governments who are 
accessing, or seeking to access, these external sources of funds. We agree with the 
Bank's own assessment that it "has a significant contribution to make by adapting its 
traditional economic and service delivery competencies to weak capacity environments 
and by tailoring its technical expertise to support the lead of the UN and other partners 
in efforts to consolidate peace and stability.’’ 4 

4. The growing recognition in the Bank that it must not side-step conflict and fragility 
issues in its work is helping to drive greater efforts to improve the Bank’s engagement. 
These include the following: 

a) Budgeted assistance to ‘fragile states’ is rising During 2003-05, the lending and 
administrative budgets amounted to $4.1 billion and $161 million, respectively - 
increases of 67% and 55% compared with 2000-02. (It should be noted, however, 
that these figures are heavily influenced by the Bank's increased engagement in 
Afghanistan and to some extent Iraq.) 

b) The IDA15 replenishment negotiations involved commitments on staffing and on 
improving the system of 'post-conflict allocations', including through a review of the 
Post-Conflict Performance Indicators (PCPI) ratings and lengthening the phase-out 
period for the exceptional allocations. Commitments were also made with respect to 
the eligibility of, and guidelines for, countries ‘re-engaging with IDA'. 

c) Structurally, there have been important changes which have seen a beefed-up 
Fragile and Conflict-affected Countries team, led at director level in the Operational 
Policy and Country Services Vice Presidency, put in place to replace the Conflict 
Prevention and Reconstruction unit and the Low Income Countries under Stress 
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(later called the Fragile States) unit. There is also a Conflict, Fragility and Social 
Development unit embedded in the Bank's Africa division, 
d) A new Operational Policy for Rapid Response to Crises and Emergencies (O.P. 
8.00) was agreed by the Board in 2007 to help it deal with ‘crises' in its operations. 
This established, in principle, that policies and procedures intended to reduce the 
impact of future disasters or crises, including prevention and mitigation measures, 
should be an integral part of all strategies for those countries. Changes to financing 
arrangements under the OP should have the effect of allowing the Bank to speed 
up the disbursement of funds in crisis-hit situations. 

5. Although progress is certainly being made in some of the corridors of the Bank's 
headquarters and field offices, the substance and practice, institution-wide, still requires 
significant adaptation. The Bank needs to modify its organisational culture and also its 
internal procedures and processes. These are interrelated. Progress on each would be 
mutually reinforcing and would help operationalise better and more sustainable 
outcomes in fragile and conflict-affected countries. 

Issues for the Bank 

Dealing with political economy issues? 

6. The Bank's activities are set within a framework defined by the Bank's original charter: 
the ‘Articles of Agreement'. This includes a requirement that “proceeds of any financing 
are used only for the purposes for which the financing was provided, with due attention 
to considerations of economy, efficiency and competitive international trade and without 
regard to political or other non-economic influences or considerations.” 5 This clause 
affects the Bank's work in different ways. Depending on the situation, a narrow 
interpretation to ‘stay away from politics' may sometimes be used for very pragmatic 
purposes in order to achieve initial progress on long-term goals (as with, for example, 
two recent projects in Nepal). The article may also be invoked as a rationale to skirt 
around difficult issues, a reason for seeing and pursing the often immense 
‘developmental’ challenges as simply ‘technical’ - if they can be isolated from politics. 

7. The Bank faces very serious dilemmas in its operations in unstable places, particularly 
in countries where there is no 'aid dependency’, such as Sri Lanka. On the one hand, it 
must work with sclerotic or defunct administrative structures and within corrupt and 
faction-riven political systems. Ongoing physical insecurity also poses enormous 
operational challenges (such as in Burundi prior to the elections in 2005). On the other 
hand, in ‘fragile’ settings, ‘considerations of economy' unavoidably include highly 
complex political economy issues. These characterise and determine the operating 
context. Furthermore, economic issues (and decision-making) are unavoidably political. 
The timing of the announcements on financial assistance may, for example, send 
important signals to the different parts of the polity. For example, the $60 million 
Economic Reform Support Grant to Burundi in 2006 was approved at a time of 
significant abuse of executive power such that citizens and civil society groups might 
question the commitment of the World Bank to improvements to their human security 
and to their system of government. 

8. There is a fundamental difference between avoiding the politicisation of IDA and 
ensuring that IDA commitments are based on sound analysis of political dynamics and 
of how those funds and their spatial, gender and identity distribution, will impact on 
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power relations and the governance environment. If, for example, geographic 
disparities in Sri Lanka are a concern, then the Bank must hold true to its principles in 
deciding what funds to provide to the Colombo government, even if this adds risk to, or 
reduces, the portfolio. The Bank’s procedures must not function so as to disincentivise 
staff from making such a position clear in public on a systematic basis, nor so that 
implicitly, or inherently, political statements are made on the basis of the ad hoc 
decision-making of individual personalities or teams. 

9. A further difficulty for the Bank in dealing with political economy issues lies in the 
country-based approach (other than for projects on regional infrastructure or trade). 
Funding streams are generally tied to individual countries and staff largely limited to 
activities within national borders. However, blockages to development in Nepal, for 
example, would be better tackled if Bank staff in Kathmandu and in Delhi were more 
actively engaged together in addressing cross-border factors dynamics, notably in the 
Terai. 

Dissecting the reality of ‘country ownership’ and the debate on ‘conditionality’ 

10. There is no doubt that the Bank and IMF play a vital role in helping the governments of 
the world's poorest countries to address critical macro-economic and long-term 
economic issues. This may include, as in Burundi, efforts to prevent the collapse of a 
country's balance of payments account or to improve a government’s ability to pay (and 
track) the salaries of the civil public sector and security services. The instability that can 
be caused by serious financial shortfalls in these areas has to be avoided, and the 
existence of a capable government is one of the primary pillars of an effective 
democracy. The Bank certainly needs to dedicate significant financial and human 
resources to these tasks. The dilemma, however, is that external actors like the Bank 
cannot at any time take events and government commitments at their face value, and 
should not, therefore, interpret the Paris Declaration on 'aligning with government 
priorities’ too narrowly or implement it too rapidly. 

11. In highly volatile political contexts, with very young or only nominally democratic 
traditions and institutions, it is insufficient and inappropriate to rely heavily on state 
actors to motivate and lead the process of change. This process involves transforming 
the 'way things are done' in the country so that ordinary people are empowered within 
an 'open access' economy and society. Key decision-makers in central government 
may have little interest in bringing this about. Moreover, the executive may be so 
divided amongst powerful individuals that it should not be treated, or referred to, as if it 
is a homogenous entity. The experience of the Rural Access Improvement and 
Decentralisation Project (RAIDP) in Nepal shows that pressure applied at the local level 
(where beneficiaries are informed as to the sources of the delays and blockages) can 
be successful in leveraging progress and makes the calibre, and accompaniment, of 
the ‘social mobilisers’ and lead consultant contractors all the more important. It also 
underlines the importance of a broader transformation of the ‘culture of power' which 
lies behind the Poverty Alleviation Fund (PAF) project in that country. Overall, the main 
question that must be asked is what does a political leadership committed to 
development look like, and what will it take to get it. 

12. The PAF and RAIDP projects in Nepal illustrate one of the most striking tensions that is 
emerging in the Bank's work in conflict/fragile settings. This is the question of balance 
in respect of, on the one hand, a 'statebuilding’ (in line with the Paris Declaration’s 
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alignment agenda and also the DAC Principles of Good International Engagement in 
Fragile States and Situations) and 'state avoidance' where such an approach is the 
only way to reach the poorest groups {and thus drive economic growth and MDG 
progress at the local level). Bank operations can end up fragmenting under competing 
corporate priorities (growth, statebuilding, poverty reduction) and under the contrasting 
approaches of different Task Teams. The Bank continues to risk ineffectiveness also 
where there is a similar lack of consensus with bilateral donors on what kind of 
development goals and approaches are necessary given the defunct, corrupt or faction- 
riven politics of the operating context. 

13. A second tension, reflected in a much wider debate among NGO and governmental 
representatives, relates to conditionality on Bank financing and the bilateral assistance 
(e.g. debt relief) that may flow from it. Some civil society groups are opposed to it as a 
matter of principle, provided that the unconditional support is directed and closely 
monitored exclusively for poverty reduction purposes. Others believe that certain 
obligations must be attached to such finance in order to tackle ‘elite capture’ and 
ensure wider and fairer access to the benefits intended. For example, in International 
Alert's view, the process to liberalise and privatise the coffee sector in Burundi is an 
important opportunity to pull the coffee sector out of its current crisis and ensure a more 
equitable distribution of revenues, in particular to its farmers. But, given the crucial 
economic and political importance of the coffee sector, the reform is unlikely to take 
place unless the Bank and IMF can find ways to help reduce the degree to which key 
members of the politico-business elite control the industry By contrast, we do not 
consider the conditions attached to the Poverty Reduction Support Credit in Nepal to 
be appropriate to the dynamics of that country's transition. The bottom line is that the 
issues are always deeply complex and vary from country to country and case to case. 
The Bank's internal system' must, therefore, operate so as to ensure that staff make 
their decisions according to the needs of the context. 

Defining results: 

14. The way results are defined has a profound impact on Bank processes, outputs and 
outcomes. This, above all, is what determines staff incentives and decision-making. 
The key question is whether operational choices are driven by the ‘supply’ end of the 
relationship rather or whether the context is taken as the 'starting point' for determining 
the timeframe and modalities of disbursement and delivery? 

15. The Bank (as with other donors) continues to be affected by a culture which 
incentivises officials to work on operations that are large in spending terms and involve 
significant disbursements to meet recurrent costs (such as in a Sector-wide Approach - 
SwAp - on education). Under the Bank's 'results measurement' system, this is how 
‘performance’ is most easily assessed, as manifested in the 'Results-Based' Country 
Assistance Strategies, the annual Status of Project Execution (SOPE) and ‘Country 
Portfolio Performance Review' documents. The emphasis of these is on tracking 
expenditure and attaining pre-determined disbursement targets. It is the thrust also of 
the Annual Review of Portfolio Performance (APPR), which summarises how well 
regions are performing on 'Development Outcomes’ (as the term is used by the Bank). 
Moreover, a major motivation for the new OP 8.00 seems to be how to deal with the 
Bank’s internal 'crisis' where its rules and regulations prevent money from getting out 
the door. 
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16. Some of the pressure to spend per se is also due to the fact that actual lending on per 
capita terms is correlated with performance levels and the combined rating is scaled up 
or down depending on the strength of the country's ‘performance’. The Bank also has a 
‘three ticks' system for project disbursement so that slow disbursement is flagged to 
senior management, with possible negative consequences for the task managers 
involved. Although not wrong in and of itself, it can nonetheless be considered whether 
these internal pressures skew staff decision-making on operational choices as they 
seek to avoid criticism from Bank management and certain members of the Board 
about reduced disbursement levels. Such questioning must rather recognise that there 
is a fundamental difference between, on the one hand, the immense needs of countries 
to receive assistance and, on the other hand, whether sustainable improvements will 
actually accrue to the poor in the event that more money is forthcoming. 

17. The spending incentives of the ‘super-charged 1 aid system raise a number of related 
concerns about decision-making on risk. These include whether, in fragile and conflict- 
affected contexts, the Bank's institutional 'performance' criteria will push it towards 
sectors and areas where there is less risk of disbursement problems and greater 
likelihood of prodding MDG statistics across headline thresholds. It may well be, in fact, 
that the right ‘outcome' actually demands the taking of risks in difficult geographic and 
thematic areas and a slower, longer, incremental and staff-intensive period of 
disbursement. It may also be that, instead of considering moving resources into 'better 
performing areas’ (as is being considered with Nepal's RAIDP in the face of local 
violence in the Terai and poor district-level financial management), more resources 
should be allocated to riskier areas to obtain higher quality outcomes where they are 
most needed. The Burundi's troubled Bujumbura Rurale province is a case in point as 
regards the problems of relative neglect - instability there has continued to fester and 
threatens the development of the country as a whole. 

18. The consequence of this 'results’ system is that too many Bank development 
professionals focus on the endogenous factors of a 'successful' project and underplay 
the exogenous issues which determine the quality of outcomes over time for the 
country's societies. Efficiency is conflated with effectiveness and the absolute quantity 
of disbursements risks being the benchmark by which 'success' is measured. The 
impressive professionalism applied to project appraisal and evaluation, and the number 
of supervisory and assessment missions, remain insufficient (or incorrectly designed) to 
address this problem. The Quality at Entry process (QER) and the work of the Quality 
Assurance Group (QAG) and the Development Economics Research Group (DECRG), 
for example, do not yet ensure that political economy and psycho-social issues are 
given the attention they require in all types of operations, particularly once the funds 
are transferred to the government implementer(s). 

The role of bilateral donors in improving the Bank’s engagement 

19. In the World Bank headquarters, decisions on strategies and programmes are often 
waved through without sufficient expert scrutiny or input from the field. In-country, 
where bilateral donors sometimes pay close attention to Bank activities, this tends not 
to be systematic. It depends on (a) the size of the given Bank project in proportion to 
the total donor engagement in that area, and (b) the size of the given donor's 
programme in that country relative to the overall level of international assistance. Most 
frequently, bilaterals struggle to monitor the Bank's decision-making because of the 
lack of staff time in both the relevant headquarters and country missions. 
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20. Yet inter-relationship of bilateral donors with the Bank really matters not only because 
they allocate significant sums for spending by the Bank (around £2.1 billion from the 
UK government for IDA15, for example) but also because they often have substantial 
bilateral aid programmes in the same recipient countries. Moreover, the accountability 
relationship of the bilateral donors to their respective electorates for development 
spending is distorted by increasing financial contributions to the Bank and other 
multilateral agencies. This carries political responsibilities (and risks) that cannot and 
should not be ignored. 

21. The bilaterals have an important role to play in helping to change these and their 
institutions have relevant and useful expertise which can be harnessed to help the 
Bank improve its effectiveness in fragile and conflict-affected countries. In so doing, 
they would be improving the impact of their taxpayers' contribution to better 
development outcomes in these settings. 

Ways forward: 

22. The crux of the challenge is for there to be a fairly seismic shift in the ‘institutional 
culture of the Bank so that there is a greater balance of expertise within genuinely 
multidisciplinary teams. The Board and Senior Management need to make clear that, 
for the organisation as a whole, conflict and fragility are not (and cannot be treated as) 
a "thematic" issue, involving discrete programmes and units that are ‘tacked on’ to the 
“standard” way of working. It is the context in which all types of programmes and 
approaches are taking place and which fundamentally impacts on the assistance 
provided (positively or negatively). All Bank activities have implications for longer-term 
relationships among competing elites, between citizens and the state, as well as 
between diverse and often fractured population groups. 

23. In terms of its procedures and processes, the Bank’s management should take the 
following steps: 

- Measure country, project and staff performance in terms of progress towards 
the context-specific strategic goals, rather than weighting them towards more 
generic indicators such as volume of funds expended. The Bank needs to be more 
candid (at least with itself) about how it thinks its budget support, infrastructure, 
education and other activities affect power dynamics and social relations. It needs 
to be more actively conscious of how it engages with recipient communities and 
constituencies, and of how well contractors and consultants are performing. 

- Base staffing decisions on experience in fragile contexts, analytical capacity 
and political acumen, not technical qualifications alone. These skills sets need to be 
integrated into the QAG, DEC as well as Independent Evaluation Group teams. 

- Ensure that country teams are large and expert enough to perform the in- 
country travel, ongoing analysis and political networking required to implement 
conflict-sensitive approaches effectively. Pressure from Finance Ministries to 
reduce transaction costs must be resisted, given the complexities of fragile settings. 
Effective assistance (which helps drive forward societies towards fuller participation, 
greater equity and peaceful development) is not just labour-intensive, it is expert 
labour-intensive. The Bank's administrative budgets and staffing plans should 
reflect this (as should the stance taken by bilaterals towards permitting those costs). 

- Provide incentives for staff to spend more time in-country and in districts so 
that they have a better understanding of the local political context and will be more 
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capable of dealing with the power dynamics and psycho-social which determine the 
overall as well as day-to-day progress of the relevant strategy document(s) and the 
projects which flow from that strategy. The ‘mission culture’, whereby DC staff travel 
to the field every now and again for a few days, is not sufficient, and does not help 
to improve coherence with the UN system in-country, in line with high-level 
commitments. 

24. In addition, bilateral donors to IDA themselves need to take certain measures within 
their own set-ups to improve its own way of working with the Bank. If they are to be 
able to provide greater assistance to the Bank, and provide some oversight that its own 
policy commitments are being accounted for, it needs to: 

- Ensure sufficient (and sufficiently conflict-aware) human resources in IFI 
divisions of bilateral headquarters, and in Washington IFI missions, to monitor 
Bank strategy and project documents, and improve them, as appropriate, as they 
come before the Board of Executive Directors for approval. At a minimum, these 
units must be reinforced with sufficient numbers of staff, who can bring 
conflict/fragility expertise to bilateral interaction with the Bank in respect of the 40- 
50 different ‘fragile’ country operations. 

- Provide the right staffing levels and staffing incentives for field staff to engage 
Bank staff on a more systematic basis, providing expertise (and, if necessary, 
pressure) for Bank staff to integrate political and psycho-social factors into their 
ways of working and, as appropriate, engage other bilaterals in efforts to influence 
these non-economic dynamics. 

Conclusion: 

25. Attention to issues of power, to social relations, to the attitudinal obstacles to the 
inclusion of all population groups, whether defined by religion, ethnicity, caste, clan or 
gender, would allow the Bank to engage more effectively in the poverty reduction 
agenda which it has set itself. The question of 'how' is as important as the 'how much’ 
because the ways that a strategy and a project are formulated, consulted on and 
implemented can mean that they themselves become a mechanism for promoting 
participation, accountability and social cohesion - objectives which are vital for 
sustainable development. 


' International Alert is an independent peacebuilding organisation that has worked for over 20 years to lay the 
foundations for lasting peace and security in communities affected by violent conflict. Our regional work is 
based in the African Great Lakes, West Africa, the South Caucasus, Nepal, Sri Lanka, the Philippines and 
Colombia. Our thematic projects focus on cross-cutting issues critical to building sustainable peace. These 
include business and economy, gender, governance, aid, security and justice. We have more than 100 staff 
based in London and our 10 field offices. Website: www.international-alert.org 

2 “There is no agreed global list of fragile states... One common way to estimate the level of fragility is derived 
from the World Bank's Country Policy and Institutional Assessments (CPIA). CPIA scores divide low-income 
countries into five categories of performance, the lowest two of which are useful proxies for state fragility. There 
is a separate group of unranked countries, also deemed fragile. This provides a list of 46 fragile states. Middle- 
income countries are not included in this list" - from Why we need to work more effectively in fragile states, UK 
Department for International Development, January 2005 

y IDA is the largest provider of multilateral ODA to low income countries with disbursements in the order of 
US$80 billion during 1994-2005. 

4 International Development Association (2007), Operational Approaches and Financing in Fragile States, 
Operational Policy and Country Services (OPCS) and Resource Mobilization Department (FRM), June 2007 

5 Article V, Section 1 , paragraph (g) 
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS 

Embargoed Until 10:00 a m, (EDT), June 18, 2008 
Contact Rob Salitcrman, (202) 622-3431 

Assistant Secretary for International Affairs Clay Lowery 
Testimony Before the House Committee on Financial Services 

Washington - Chairman Frank, Ranking Member Bachus, members of the Committee, thank 
you for the opportunity to discuss the Administration’s request for authorization to participate in 
the 1 5 lh replenishment (IDA 1 5) of the International Development Association (IDA). IDA is the 
main vehicle of the World Bank to support 82 of the poorest countries around the world, by 
providing the largest source of interest-free loans, grants, and debt relief of any multilateral 
development institution. Our request for authorization of $3,705 billion over three years 
represents a 30 percent increase over IDA14. We know this is a significant increase but we 
believe there are compelling arguments for this request and for the longstanding U.S. support for 
IDA. 

There arc a myriad of reasons to support the authorization and appropriations of IDA. Today, I 
want to highlight three: effectiveness, leverage and coordination, and U.S. foreign policy 
objectives. I will then briefly touch on our specific achievements in the recently concluded 
IDA 15 replenishment negotiations. 

The IDA Model and Development Effectiveness 

The IDA model is country focused. Countries receive assistance from IDA that reflects their 
own priorities. IDA not only works across sectors such as agriculture, education, infrastructure, 
and health, but it builds systems and capacity within governments to be able to tackle the barriers 
to growth and poverty reduction. For instance, bilateral assistance in a given country could be 
targeted towards specific needs such as HIV/AIDS retroviral drugs. IDA then could focus on the 
health system to ensure services arc delivered and the proper standards of care arc in place. By 
focusing on systemic issues in each country, coordinating across sectors and donors, IDA helps 
other development assistance be more effective as well. 

IDA is performance driven and allocates resources to good performers. Findings of the past 10 
years of research on aid effectiveness confirm that reform-minded governments arc much more 
accountable to their citizens and manage aid and their own resources more efficiently. In IDA, 
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the top performing 1 0 percent of countries receive seven times as much assistance on a per capita 
basis as the poorest performing 10 percent of countries. 

As one of the top donors to many of these countries, IDA has played a large role in helping 
countries achieve their development goals. In IDA countries for instance, 

• People arc living, on average fifteen years longer than they did forty years ago. 

• Illiteracy has been cut in half over the past thirty years, from 50 percent to 25 
percent of the population, and 80 percent of children now complete primary education. 

• Regulatory obstacles to private sector development have been reduced by one- 
sixth between 2003 and 2005. 

• Real GDP per capita has grown by 4.9% annually between 2002-2005; more than 
double the average rate between 1990 and 2002. 

There arc many country specific success stories but to highlight one: 

• In Senegal, IDA supported the country's rural infrastructure projects, which 
improved roads, strengthened decentralization and financed micro-projects including 
water, schools, livestock, and other development needs. Beneficiary households in the 
1 10 participating rural communities reported a 25 percent increase in incomes. Fiscal 
revenues for rural communities in the project area almost tripled. Markets, schools, and 
health facilities arc now more accessible (children now typically spend 10 minutes going 
to school instead of 30), and the weight and height of children under three years of age 
have improved. 

IDA’s focus on quality and country-level effectiveness also led it to become the first 
international financial institution to introduce a results measurement system to systematically 
track key country outcomes as well as IDA’s contribution to those outcomes. The measurement 
system provides an accountability function to demonstrate more precise results from resources 
invested, and a learning function to improve project design and direct resources to solutions that 
work. 

These efforts arc being noticed. In a recent article, William Easterly, a notable development 
expert and frequent critic of development assistance providers, ranked IDA as the number one 
donor using best practices in aid in his evaluation of 39 multilateral and bilateral donor agencies. 
In addition, DFID, the UK development agency ranked IDA as the most effective multilateral 
development bank and used this rationale as justification for increasing their IDA 15 contribution 
by 50 percent. 

Leverage and Coordination 

As a multilateral institution, IDA provides financial leverage for development resources. For 
every dollar that the United States contributed to IDA 1 4 (FY06 - FY08), IDA was able to 
provide more than $1 3 in loans and grants from other donors and World Bank resources, a 
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number which is expected to increase to $15 during IDA15 (FY09-FY1 1). Further, IDA’s 
investment in a country can signal to investors that the country is making progress and open for 
business, generating private sector flows. 

IDA’s leverage is not simply financial. IDA, and more broadly the World Bank’s role in 
convening and coordinating donors at the country’s request can make the impact of the whole 
greater than the sum of its parts. By providing a common platform, fragmented aid from 
multiple sources can align towards meeting a recipient country’s development goals. At a time 
when the average number of donors per country has grown from 12 in the 1960s to more than 30 
today, IDA can support the country by providing coherence among donors, sharply reducing the 
transaction costs for recipient countries, thereby focusing that more aid and government 
resources arc used to support growth. 

The increasingly complex “international aid architecture” underscores the importance of IDA’s 
country-based model to improving the quality of aid and creating a more effective environment 
for U.S. bilateral assistance. This, of course, requires sufficient resources and reflects the 
tremendous non-fmancial assistance that IDA puts at the disposal of governments in their 
struggle to meet the development challenges they face. A compelling example of this convening 
power has been the World Bank’s response to increasing food prices. Through the effective 
leadership of President Zoellick the World Bank has played a central role in galvanizing the 
international community in trying to meet not only the short-term needs of many poor countries 
but also advocating the appropriate policies to address ways to increase agricultural productivity 
in the long run. 

Support for U.S. Foreign Policy Objectives 

The United States has a wide international reach; however, we can’t do it alone. The greatest 
opportunities and the most serious threats to U.S. interests now come from the developing world. 
While IDA accounts for only a small percent of the Administration's foreign assistance request, 
its global reach and expertise make it a very effective instrument for advancing U.S. strategic 
objectives abroad. Some notable recent IDA efforts include: (1) providing debt relief for the 
poorest countries; (2) helping countries develop and reform their financial systems and develop 
their local capital markets; (3) assisting post-conflict countries with economic revitalization and 
reconstruction; (4) preventing and controlling infectious diseases (such as avian flu); (5) 
providing assistance to help countries with anti-money laundering activities; (6) administering 
trust funds providing assistance to countries and global issues of importance to the United States; 
and (7) working to combat corruption and improve governance globally. 

For instance: 


• Since April 2002, the World Bank has committed $ 1 .56 billion for 36 
reconstruction projects and 3 budget support operations in Afghanistan. IDA’s 
emergency assistance has rehabilitated schools and decentralized management to increase 
enrollment across grades, especially among girls. IDA’s investments in roads since 2003 
have helped to reconnect Kabul with the Tajikistan border, cutting travel time from 48 
hours to about 6 hours, increasing opportunities for commerce. 
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• Even before Liberia was able to clear its arrears to the international financial 
institutions (IFIs), IDA was in that country providing technical advice and limited 
amounts of grant funding in order to pave the way for broader financial support from the 
donor community once arrears were cleared. U.S. financial support and leadership, 
particularly along with the G-8 and heads of the IFIs, encouraged 90 countries to reach 
consensus on clearing $1.4 billion arrears this past year. This was instrumental for 
Liberia’s re-engagement with the world. 

We have also been able to leverage substantial reforms through the replenishment process due to 
strong U.S. leadership and influence. Over the years, our reform agenda has taken IDA to new 
frontiers on measuring and achieving development results, securing grant finance for the poorest 
countries, and enhancing accountability and transparency. IDA, of course, was also critical to 
delivering the President’s Multilateral Debt Relief Initiative (MDRI) in 2006 that is providing 
100% debt relief to 21 Heavily Indebted Poor Countries (HIPCs). Our goals for IDA 15 built on 
these successes. 

IDA 1 5 Achievements 

In the IDA 15 negotiations, the United States achieved all of its policy objectives, most of which 
built on core elements of reforms achieved in IDA14 and IDA13. The IDA15 and the African 
Development Fund (AfDFl 1) replenishments focused on key areas such as improving 
engagement in fragile and post-conflict countries, enhancing economic integration through a 
scale-up in regional infrastructure projects, strengthening the results measurement systems, and 
improving transparency. Let me expand on a few of these. 

Fragile States: The challenges facing fragile states arc important for the world - and especially 
IDA - to tackle more effectively. A large part of the focus in the replenishment agreement was 
to have IDA lead in better-coordinated advice on the ground where the interplay between 
political, security, and development objectives requires coherent policies that deal with 
multidimensional challenges, as well as find mechanisms to restore essential serves and jump 
start infrastructure investments. 

Regional Integration: Some of the most pressing development needs identified, particularly by 
land-locked African countries, cannot be addressed only within that country and requires 
regional cooperation for needs such as water management, road networks, trade facilitation, and 
energy access. For most of their history, the MDBs have been designed to support programs in 
individual countries. Since IDA 13 support for regional projects has become an increasingly 
important part of IDA’s work program. In order to catalyze collaboration on specific projects 
among countries with differing development needs and resource profiles, in 1DA15 funding is set 
aside to finance up to two-thirds of regional project cost. To ensure country commitment to 
project success, however, one-third of the cost must be funded by the participating country’s 
IDA allocation. 

Results Measurement: IDA was the first MDB to introduce a results measurement system to 
monitor development progress. It tracks individual country outcomes through indicators such as 
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primary school completion rates and HIV prevalence rates, measures IDA’s contribution to 
country outcomes through output indicators such as the number of teachers trained or facilities 
built, and tracks the number of projects that achieve their development objectives. Over the 
duration of [DA 1 5, IDA will work to improve the quality of these data by building country 
statistical capacity. The agreement also commits IDA to continue cITorts to link stalT 
performance assessments to actual project results, thus placing the supreme value on the quality 
- not quantity - of assistance. 

Why IDA and the Multilateral Approach? 

A multilateral organization, such as IDA, has the scale and capacity to deliver development 
results better than any one donor docs. By pooling donor contributions, IDA is able to multiply 
the impact of donor contributions, helping to make funding possible for long-term, large-scale 
projects such as road building or rural electrification. Sometimes an MDB such as IDA, by 
virtue of its structure as a member organization, can more easily work directly with governments 
to reform policies and improve capacity to achieve a country’s own development agendas. 

MDBs arc able to provide longer-term, predictable financing across sectors, generating 
efficiencies. The World Bank is able to design its interventions in IDA countries based on best 
practices and the lessons learned over time and in more developed countries. If we didn’t have 
IDA, then I believe we would be working hard to create something very close to it. 

The fight against global poverty is one of the biggest challenges of our time. As both a 
courageous and generous nation, the U.S. is a natural leader in this fight to support those in the 
greatest need. IDA is the most effective institution through which we can invest to achieve that 
goal. In supporting a country’s own development plan, IDA can leverage other sources of 
funding, coordinate multiple donors around a shared goal, and is able to champion policies that 
arc in line with U.S. policy priorities. This is not to say that IDA and the World Bank arc 
perfect; rather it underscores the need constantly to re-evaluate IDA’s approaches to find out 
what works and what doesn’t work. Often with U.S. leadership, IDA has compiled an 
impressive record of adaptation and improved effectiveness. 

But bold leadership also means fulfilling our commitments. We believe that the critical policy 
gains made in IDA 15 on engagement in fragile states, regional integration, and results 
measurement justify the proposed 30% increase in resources to IDA. A three-year authorization 
is necessary for IDA to be able to make the long-term financing commitments needed to support 
country development plans. Since U.S. contributions to MDRI arc funded through our 
contributions to IDA, full funding of our request to the MDBs is also necessary for the United 
States to meet its financial obligations to the costs of debt relief under MDRI. Continued arrears 
jeopardize the U.S. ability not only to deliver debt relief, but also to influence and lead IDA. 

We respectfully urge your support for our request and I look forward to trying to answer your 
questions. 


- 30 - 
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The World Bank failing to deliver real change on 
conditionality 

Hearing at the House Financial Services Committee, 18 June 2008 
By Nuria Molina, European Network on Debt and Development 
With the endorsement of Oxfam America 


Why economic policy conditionality doesn’t work? 


The World Bank's practice of economic policy conditionality - tying its aid to the implementation of certain 
policies by the recipient country - has long been a contentious issue. Civil society organizations, southern 
governments and academics have criticised the Bank’s use of policy conditionality and, in particular, its 
use of economic policy conditionality, for being ineffective, undermining country ownership, and imposing 
inappropriate policy choices. 

For many years economic policy conditionality ~ such as privatization or liberalization - has undermined 
the development of domestic accountability relationships. Such conditionality takes policy decisions away 
from sovereign governments and places them in the hands of unelected donor officials. This means that 
citizens often cannot tell who made policy choices, and who to blame when things go wrong. When 
policies are imposed from outside the country, government commitment tends to be lower. Frequent 
disputes about whether conditionality has been properly implemented make aid flows to impoverished 
countries very unpredictable. Conditionality also imposes huge transaction costs on often already over- 
burdened government administrations. 

We are not opposed to privatization or liberalization per se. In some instances it might be the correct 
policy. However, this is a decision for national governments to take, in consultation with domestic 
stakeholders. It is not appropriate for this to be attached to a World Bank programme. 

“Policy conditionality... is both an infringement on sovereignty and ineffective" noted the Africa 
Commission in 2005, whilst the G8 in that same year highlighted that it was the right of sovereign nations 
to determine their own economic policies. In response, the British and Norwegian governments have 
developed policies to end the tying of their aid to privatization and liberalization conditions. 

Moreover, some economic policies promoted by the World Bank through conditionality have often been 
disastrous for poor people. Rushed privatizations and liberalizations have often undermined the access of 
poor people to basic services and have painfully increased the vulnerability of already weak economies. 
World Bank grants and loans should not impose economic policy conditions, which too often determine 
sensitive policy choices. 

We recognise that Congress, as other parliaments, does not want to sign blank cheques, and that some 
forms of conditionality are therefore desirable. The Bank should introduce a set of responsible financing 
standards which are mutually agreed by the Bank and recipient countries. These should be aimed at 
ensuring due-process obligations, such as transparency and compliance with national democratic 
mechanisms for public consent, and respect for internationally agreed standards and development goals. 
The Bank should also explore the use of outcome-based conditions. 


The rise of economic policy conditionality 


i 
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In the early 1980s, the World Bank’s portfolio shifted from support for discrete projects towards 
programme financing, so-called structural adjustment loans. Rather than finance the opening of a new 
mine, the Bank would back reform of the mining sector, or more broadly still, reform of the business 
climate in an attempt to encourage foreign mining companies to invest. 

World Bank started to attach numerous economic policy conditions to its grants and loans, a practice that 
continues to this day. For example, the requirement that “Good faith negotiations are reached for the 
privatization of Rwandatel, Rwandex, and Nshiii-Kivu tea plantation and initiate privatization process of 
rice factories of Rwamagana, Gikonko and Bugarama” (Poverty Reduction Support Credit I! for Rwanda, 
2005); "Issue tender for the selection of a private operator for the management of the electricity sector" 
(Poverty Reduction Support Credit IV for Burkina Faso, 2006); or "Adopt policies to encourage the 
participation of non-state establishments in the delivery of public services" (Poverty Reduction Support 
Credit 6 for Vietnam, 2007). 1 

With this shift, the portion of the Bank's portfolio directly governed by its social and environmental ‘do-no- 
harm’ policies declined, whilst that which involves active interventions into state sovereignty and policy- 
making grew. The number of conditions attached to the Bank’s grants and loans peaked in the second 
half of the decade of the 1990s, with an incredible average of fifty conditions per loan given by the World 
Bank’s concessional arm, the International Development Association (IDA). 

In 2005, in the face of growing criticisms from NGOs such as Eurodad and Oxfam, and from legislators 
such as yourselves, the World Bank announced reforms. It adopted a new set of “Good Practice 
Principles” (GPPs) that were intended to govern the way Bank staff apply conditionality. These principles 
aimed to reduce the overall number of conditions attached to Bank lending and ensure that those attached 
respected and were drawn from nationally developed poverty plans in recognition that developing country 
ownership is the bedrock of successful development. 


Is economic policy conditionality still a problem? 

Eurodad has had an opportunity to study the World Bank's own database of conditions up to 2007. The 
results are in our report Untying the Knots, published last November. Its conclusions are that: Two years 
on from implementing the GPPs, World Bank data shows a reduction in the overall number of conditions 
attached to World Bank finance (from 46 per loan prior to the GPPs, to 37 per loan today). However, these 
numbers should be treated with caution as they paint an overly optimistic picture. This is because in some 
cases, the Bank is "bundling" numerous policy actions into one overall condition. For example, according 
to Bank data, Uganda has only eleven conditions in its PRSC V. However, when Eurodad counted the 
policy actions contained within each of these conditions, they found that Uganda actually had thirty-eight 
separate policy conditions. In a sample of 1,341 Bank conditions, Eurodad found that almost 7 per cent of 
Bank conditions contained multiple policy actions. If these are counted as separate condition, the number 
of overall conditions increases by 12 per cent. 

What is clear, however, is that the GPPs have so far completely failed to make inroads into reforming the 
Bank’s use of policy conditions in sensitive areas such as privatization and liberalization. This report 
shows that 71% of all grants and loans contained some sort of sensitive policy reform, such as price 
liberalization, privatization, public enterprise restructuring, commodity price regulation and subsidies, trade 


1 Policy conditions stipulate that an aid recipient implement reforms in domestic policies such as public sector wage 
levels or subsidies to industry. They are commonly sub-divided into economic and governance conditions, though in 
practice the distinction is difficult to maintain. Process conditions relate to transparency, participation and 
accountability. They are less intrusive. Outcome conditions require that a government reach a certain goal to keep the 
aid money flowing. This may be an internationally-agreed target (such as the Millennium Development Goals), a 
donor priority, or, ideally, a priority of the citizens of the recipient country. Outcome conditions are meant to allow 
the government to determine the policies and institutions which it believes are appropriate to reach the specified 
outcome. 


2 
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reforms and tariff reductions. The majority of sensitive policy reforms are privatization-related conditions. 

12 out of the 16 countries assessed by Eurodad had privatization related conditions. 

Economic policy conditions - which include privatisation and liberalisation - have remained virtually 
unchanged, if taken as a percentage of overall Bank conditions. This lack of change in the proportion of 
economic policy conditions reveals that though the Bank might be willing to reduce other conditions in 
other areas, it is unwilling to relinquish its influence on the economy of poor countries via economic policy 
conditionality. Eurodad found that countries on average receive 1 1 economic policy conditions per loan. 
And as a percentage of overall conditions, Eurodad found that economic policy conditions have risen 
since the GPP was implemented and now constitute a quarter of all World Bank conditions. 

The Bank does not seem to be listening to the findings of its own 2005 Conditionality Review, when it 
recognised that “The lessons of the 1990s show that generalised policy prescriptions often fail, and that 
there is no single model of development”. 2 

What is wrong with privatization and sensitive economic policy reform 
conditions? 

State-owned enterprises in poor countries receiving World Bank’s grants and loans are often inefficient 
and a burden to the government’s budget. Likewise, provision of utilities such as water and electricity, as 
well as of essential services such as health and education does not reach a good share of the population 

- particularly the poor - and the quality does not meet the minimum standards. Reform is certainly 
needed. 

However, all too often privatization promoted by the World Bank through conditionality has led to 
disastrous results for poor people. Rushed privatisations and liberalisations have often undermined the 
access of poor people to basic services and have painfully increased the vulnerability of already weak 
economies. Privatization of sectors such as water or energy has sometimes limited the access of the poor 
to essential services. Companies in these sectors require large investments and thus are not always 
profitable, let alone in the short-run. Non-competitive selling of state companies or rushed privatizations 
has often led to underperformance of these sectors and the introduction of non-competitive monopolies. 
Safes have often been non-transparent and regulation and competition after sell-offs weak or non- 
existent. 

In 2005 the World Bank and the IMF made their budget aid conditional on on the liberalization and 
privatization of the Malian cotton sector. Cotton privatization continues to be a condition of their lending 
today. Such conditions have at best failed to deliver for the poor and at worst have destroyed poor 
peoples' livelihoods. Liberalization of the cotton sector has exposed Malian cotton farmers to the heavily 
distorted world cotton market price. Prices have been in severe decline as a result of huge rich-country 
subsidies to their own farmers. The result: three million Malian farmers saw a 20 per cent drop in the price 
they received for their cotton in 2005. According to an unpublished study by the World Bank, this is likely 
to increase poverty by 4.6 per cent across the country. 

In Zambia, the World Bank required that the the state-owned Zambia Consolidated Copper Mines 
(ZCCM) should be privatized. In 2000, ZCCM was sold to foreign investors. Privatisation increased the 
profits of the mining sector. However, this was a bad deal for the Zambian people, based on bad advice 
from the World Bank and IMF. The agreements made with foreign companies exempt them from covering 
most of ZCCM’s liabilities (including employees' pensions) from paying most taxes, and from many 
national laws, for examples on environmental pollution. This prevented Zambian workers and, more 
generally, Zambian citizens to benefit from increased profits in the mining sector. The problem - as often 

- is in how this privatization was handled. As a result, the government, companies and aid donors face a 
crisis as communities on the Copperbelt express their frustration, through strikes, protests and the ballot 


2 World Bank: Review of World Bank Conditionality, September 2005. 
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box, A report by the Civil Society Trade Network in Zambia 3 attributes the legitimacy crisis to the 
widespread perception that “massive wealth is being generated by the mining as world prices for copper 
hit record highs but that, because of privatization, it is leaving the country before Zambians see significant 
benefits." 

In Nicaragua, the World Bank required to privatize the electricity sector in 1998 as a condition of 
their lending. Today the ramifications of that decision are still being felt by Nicaraguans. Union Fenosa, a 
Spanish firm, was the only bidder to run the distribution companies, so it bought an effective monopoly 
over electricity distribution. Bringing in private companies to run the electricity sector provision has not 
resulted in additional investment in electricity provision. Instead this investment has come from the state, 
who has taken on loans worth $23 million to finance investment in infrastructure. The privatization has 
however resulted in adverse affects for Nicaraguan consumers. The quality of the service has worsened. 
Severe power cuts have been more pronounced in the past two years. Spiralling costs have also 
adversely affected consumers. The bills of one family in the Montoya region of Managua showed an 
increase of energy consumption of 1187% in two months (this doesn't make sense. Why did their 
consumption increase so much?), which in turn saw their charges for consumption increase by 2736% 
without spurious additional charges street lighting that was not delivered. In December 2006 the family 
owed US$1,836. The annual per capita income in Nicaragua is US$890. 

Highly sensitive policy reforms are also being promoted in fragile states such as Afghanistan, 
where the World Bank is currently backing a policy which will lead to the privatization of more than 50 
state-owned enterprises in the country over the next two years. This situation raises concerns about the 
potential social and political impacts of a rushed privatization process and the ability of the government to 
handle the transactions and the regulation and compensation necessary following the sell-offs. Around 
90% of the economy is informal and unemployment is thought to be as high as one-third of the workforce. 
If the privatizations are to cause 14.500 job losses, then nearly $7 million would be needed to compensate 
these workers for one year, which would entail significant costs for the government and the donors. The 
Bank has failed to explain why these privatiszations are necessary now - it admits that the enterprises in 
question are not unduly burdening the Afghan public purse; and the economic benefits seem uncertain. 
Besides, such sensitive economic policy reforms should be accompanied by a public debate on the pros 
and cons of privatization. Afghan civil society and the new parliament must become more involved in this 
process if it is to be legitimate and responding to the needs of the Afghan population. 

Privatisation and liberalization are not good or bad per se. The issue at stake is that economic policy 
reforms should not be externally imposed nor induced, but they should be the result of national policy 
decision-making and debate among the relevant stakeholders in order to strengthen legitimacy of the 
decisions, as well as democracy and domestic accountability. Moreover, when taken at national level, 
economic policy reforms can take better into account the local political economy and more effectively 
contribute to poverty reduction. 


Contractual terms of aid relationships: what are fair conditions? 

Conditionality has proved to be ineffective when imposed from the outside. Therefore, mutual 
accountability rather than one-sided conditionality should be the framework of donor-recipient 
relationships. This is recognised by many scholars and in international commitments by the US and other 
governments, for example the March 2005 Paris Declaration on Aid Effectiveness. Eurodad and 
colleagues in other civil society groups have spelled out what we see as legitimate obligations which 
provide a reasonable guarantee that funds will be well-spent and which are effective in achieving this goal. 
In brief these are; 


’ Civil Society Trade Network in Zambia: For whom the windfalls? (2007): 
www.minewatchzambia.com/reports/repon.pdf 
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Due-process obligations, such as compliance with national democratic mechanisms for public 
consent; transparency - i.e. budget transparency - and disclosure of information; and 
accountability including, crucially to legislators. 4 

Respect for internationally recognised standards, such as protection for human rights and the 
environment; 

Promotion of internationally agreed development goals, such as the Millennium Development 
Goals. 

The failures of traditional economic policy-based conditionality have been recognised, leading to several 
proposals for new approaches which strengthen ownership and development effectiveness. One 
promising new approach, outcome-based conditionality, is now being adopted by the European 
Commission. This suggests linking disbursement to achieved or pledged development results, and 
encompasses, in principle, the potential to increase government ownership and link development 
programs to their impact on poverty reduction. It would also help measure the effectiveness of aid in 
delivering the internationally agreed Millennium Development Goals. 

Aid donors should recognise that they cannot and should not control policy decisions in developing 
countries. Delegating policy decisions to sovereign governments and their peoples is the only possible 
way to trigger a positive circle of building capacities and responsibilities of national actors. "Good 
governance" is only possible when we get rid of the wrong conditionality. 


Conclusions and recommendations 


The World Bank’s reform of conditionality is insufficient and going far too slowly. Good Practice Principles 
for the application of conditionality put in place after the 2005 Conditionality Review have not made any 
substantial difference in the numbers of legally binding conditions and have only brought about limited 
progress with regards to non-binding conditions. Moreover, the World Bank still attaches high priority to 
economic policy conditionality. This casts serious doubts about the Bank's political will to eliminate this 
type of conditionality, which is particularly controversial for it has often damaged national economies, 
undermined government ownership and has had a harmful impact on the poor. 

This situation demonstrates the World Bank's inability to date to implement its own reform agenda. The 
Bank and the major governments who are currently considering increasing their financial commitments to 
the World Bank’s International Development Association must take action. As the 2005 Conditionality 
Review and Good Practice Principles are failing to deliver, World Bank shareholders should use the 
opportunity of the IDA funding round to get firm, specific and timetabled commitments from the Bank to 
reduce and clean up its conditionality figures. 

In particular we would like to see the World Bank commit to strengthen the Good Practice Principles by: 

1 . Including as a key principle the commitment to end World Bank use of economic policy conditions in 
ail of its IDA lending; 

2. Increasing the transparency of World Bank conditionality, by ensuring that parliamentarians, civil 
society organisations and other actors are able to participate in key decisions about World Bank 
lending programmes, prior to their implementation; 

3. Providing more predictable aid by assessing conditionality progress every three years rather than 
every year; 

4. Revisiting the definition of ownership to ensure policies are country selected rather than there simply 
being government support for Bank selected policies; 


4 Eurodad welcomes the Parliamentarians’ Declaration for Shared Responsibility in Sovereign Lending. 
www.debldeclaration.orc 
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5. Properly implementing the GPPs -by ensuring that all new development policy lending is subject to an 
assessment that verifies that the principles have been properly integrated into its design, and 
reforming staff incentives to achieve this; 

6. Working with donors to ensure annual independent monitoring of these new improved GPPs, that 
incorporate the views of southern governments, CSOs and independent researchers; 

IDA contributing governments 

The British and Norwegian governments have taken formal positions against economic policy 
conditionality. We urge the US Congress to take a strong stand and to use its influence to press for an 
IDA 15 settlement that mandates the World Bank to implement the above reforms. 
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I. Introduction and Background 

Good Morning. My name is Lori Udall, Senior Advisor to the Bank Information Center. 

I'm testifying today on behalf of Bank Information Center, Center for International 
Environmental Law, Environmental Defense Fund, International Accountability Project, 
National Wildlife Federation, Oxfam America, and World Wildlife Fund. Thank you for the 
opportunity to testify before the House Committee on Financial Services. 

Fifteen years ago during the Tenth Replenishment of the International Development 
Association (IDA), under the leadership of Representative Barney Frank (D-MA) and the 
House Subcommittee on International Development, Finance, Trade, and Monetary 
Policy, the World Bank was pressured to establish twin accountability reforms; an 
independent appeals mechanism called the Inspection Panel and a comprehensive 
revision of the Bank's Information Disclosure Policy. These two reforms constituted a 
sea change in the way that the Bank relates to civil society and to people who are 
directly adversely affected by Bank projects in developing countries. 

The World Bank Inspection Panel (hereinafter Panel) was established in 1993 by the 
World Bank Board of Executive Directors (hereinafter Board). 1 The purpose of the Panel 
is to serve as an independent body to investigate claims of policy violations in World 
Bank projects and programs brought by people who have suffered direct adverse 
impacts. The Panel also serves as a tool through which Bank Executive Directors 
receive information independently of Bank operations and management regarding 
compliance with Bank policies and procedures in specific projects and programs. 
Through these functions, the Panel serves to increase transparency and public 
accountability of the Bank. The existence of the Panel also underscores that the Bank 
acknowledges civil society as stakeholders with rights and interests that can be affected 
by Bank decisions and operations. 2 

The Fifteenth Reauthorization of U.S. participation in the International Development 
Association (IDA) provides an opportunity for legislators and policy makers to consider 
the development effectiveness of this soft loan window of the World Bank, whose 
mission is to help the world's poorest countries by reducing poverty, inequality and 
improving living conditions. During the 2007 IDA donor government meetings, IDA 
participants selected three special themes for the IDA-15 replenishment. The most 
relevant to the Inspection Panel is the theme of effectiveness of IDA’s assistance at the 
country level. 3 


1 The Pane! was created during the U.S. Congress authorization of U.S. participation in the International 
Development Association Tenth Replenishment (IDA 10) as a result of external pressure from NGOs, the 
US Congress, and internal factors such as the need for the Board of Executive Directors to have 
independent information and evaluation of problem projects. The Bank also revised its Information 
Disclosure Policy during this period. For a brief history of the creation of the Panel see: Lori Udall, “The 
World Bank Inspection Panel: A Three Year Review, Bank Information Center,” October 1997, Chapter 
One, pages 5-15. See also Dana Clark, Jonathan Fox, Kay Treakle, Demanding Accountability’: Civil 
Society Claims and the World Bank Inspection Panel , (Lanham, MD: Rowman and Littlefield, 2003), pages 
258-266. 

‘ Dana Clark, et a!.. Demanding Accountability \ page 247. 

1 The other two themes are IDA’s role in the global aid architecture at the country, regional and global 
level, and IDA’s role in fragile states. 
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My testimony will provide an update on selected Panel features and offer 
recommendations for strengthening the Panel process in the context of the IDA-15 
objectives. The recommendations take into consideration Panel reforms made in the 
intervening years since its establishment, as well as innovations in parallel accountability 
mechanisms at other International Financial Institutions (IFIs). 

Past experience with opening the Panel's governing document, (called a “Resolution”) 
for review suggests that the presence of external public pressure is crucial for the 
process to lead to the strengthening (and not weakening) of the Panel. Given the current 
political climate among World Bank management and the Bank’s Executive Directors we 
do not recommend opening the Panel Resolution for review at this time. Today we are 
recommending a series of relatively simple reforms and updates that will make the Panel 
process even more accessible and user-friendly to affected people. These reforms are 
compatible with the current Panel Resolution. 

Section II discusses the importance of the Inspection Panel; Section III lays out the 
previous Board amendments to the Panel Process; Section IV addresses problems with 
the current Panel process; and Section V lays out recommendations for reform. 
Appendices include a note on longer-term reform issues as well as background material 
on the Panel. 
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Key Elements and Independence of the World Bank Inspection Panel 

The Inspection Panel is an independent mechanism that is empowered to investigate 
claims from people who are directly adversely affected by a World Bank project or 
program as a result of violations of World Bank policy and procedures. 

The Inspection Panel has three members that are appointed by the World Bank 
Board of Executive Directors and serve for five years terms. 

Independence of the Panel is safeguarded through the following features: 

■ The Panel is appointed by and reports only to the Board of Executive 
Directors; 

■ Panel members are selected on the basis of their ability to deal fairly and 
thoroughly with claims, their integrity and their independence from World Bank 
management, and their exposure to developmental issues and to living 
conditions in developing countries. 

■ Panel members are prohibited from ever working for the World Bank Group 
after their Panel terms are over. 

■ Panel members can only be removed by a decision of the Board of Executive 
Director for cause; 

■ Panel members are disqualified from participating in a hearing or investigation 
related to a matter in which they have a personal interest or had significant 
involvement in any capacity. 


II. Significance of the World Bank Inspection Panel 

At the time of its establishment the Inspection Panel was the first of its kind and provided 
a model for the other International Financial Institutions. Since then the Asian 
Development Bank (ADB), the Inter-American Development Bank (IDB), the African 
Development Bank (AfDB), the European Bank for Reconstruction and Development 
(EBRD), and the International Monetary Fund (IMF) have all created accountability 
mechanisms to deal with complaints from adversely affected people . 4 The International 
Financial Corporation (IFC) and Multilateral Investment Guarantee Agency (MIGA) — the 
commercial arms of the World Bank — also have a mechanism called the Compliance 
Advisor Ombudsman (CAO). 

A testament to the Panel’s importance is the extent to which it has been used by 
adversely affected people. It remains the only avenue for affected people to obtain an 
independent investigation of an IDA or International Bank for Reconstruction and 


4 

Since 2005, the Intcr-American Development Bank (IDB) has had a proposed revised policy for its 
Independent investigation Mechanism that has not yet been approved by the IDB Board. 
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Development (IBRD) Project and to have a voice at the Board level. 5 In its 2005-06 
Annual Report the Panel stated that it was the busiest year to date, registering four new 
claims, and investigating five claims simultaneously. In 2006-07, the Panel registered six 
new claims, completed two investigations, and conducted three new investigations. 6 

In its 15 years, the Panel has processed 52 7 claims with both positive and negative 
outcomes for claimants. Overall, the Panel process has been positive, producing project 
level reform and/or creating political space for affected people in developing countries. 

For example some of the results have been as follows: 

>2 Claimants have received compensation; 
v Environmental impacts have been mitigated; 
v' More project information has been released; 

2 Resettlement packages for affected people have improved; 

<2 Evictions have stopped; 

<2 Projects have been suspended, cancelled or redesigned. 8 

In addition to assisting affected people and reviewing non-compliance, research on the 
impacts of the Inspection Panel on the Bank as an institution suggests that risky and 
potentially damaging IDA and IBRD infrastructure projects have not made it to the 
drawing board because of the Panel's existence. 9 The World Bank Report Infrastructure 
at the Crossroads stated that, as a result of Panel claims on large scale infrastructure 
projects, staff held internal training and knowledge exchanges with a focus on safeguard 
policies, including lessons learned from Inspection Panel investigations. 10 11 

Former World Bank veteran Katherine Marshall cited the Inspection Panel review of the 
China Western Poverty Reduction Project as having forced the Bank to rethink how it 
assessed risk and implemented its safeguard policies." Marshall also cites the Panel as 
an important evaluator of Bank projects and compliance with policies. Additionally the 
risk of being subjected to a Panel Inspection has caused operations staff to ensure 
compliance with World Bank policies and procedures. 12 

Independent analyses of the Inspection Panel have also underscored the Panel’s 
importance. 

For example: 


5 The CAO conducts problem-solving and audits of investment projects of the commercial arm of the 
World Bank: the International Finance Corporation and the Multilateral Investment Guarantee Agency. 
This mechanism also provides an avenue for adversely affected people to be heard in the President's office 

and at the Board level on the Bank's commercial ventures. 
h The Inspection Panel, Annual Report, July I. 2006- June 30, 2007 , page 13. 

7 Five of these claims were not registered. 

* Dana Clark, et al„ Demanding Accountability, pages 258-266. 

9 World Bank, Infrastructure at the Crossroads: Lessons for 20 Years of World Bank Experience 
(Washington: World Bank, 2006), page 68-71. 

50 World Bank, Infrastructure at the Crossroads, page 68-7 1 . 

1 1 Katherine Marshall, The World Bank: From Reconstruction to Development to Equity ( London: 
Routledge Press, 2008), page 127. 

l ~ Dana Clark, et al.. Demanding Accountability, pages 269-274. 



76 


v In 2007, because of the Inspection Panel, the Global Accountability Report of 
One World Trust ranked the World Bank as the highest among 30 organizations 
studied for accountability policies on the issue of complaint and response 
mechanisms. 13 

J Policing the World: Accountability Mechanisms for Multilateral Financial 
Institutions and Private Financial Institutions discusses the importance of the 
Inspection Panel in the context of globalization and the need for accountability. 14 

7 Demanding Accountability: Civil Society Claims and the World Bank Inspection 
Panel highlights the importance of the Panel and public accountability and 
evaluates the outcome of various claims. 15 

This cumulative evidence underscores that the Inspection Panel is thriving and doing a 
superb job with its current prescribed mandate and powers. However, there is still much 
work to be done to ensure that affected people have full access to the Panel and claims 
process and are consulted about the remedies for project improvement or re-design. 
There is also a need to link the Panel to the improvement of World Bank development 
effectiveness and project quality. 


III. Previous Inspection Panel Process Reform 

In 1996 and 1999 respectively, the Panel's governing document was opened for review 
by the World Bank Board. 16 The first review was mandated by the Board Resolution that 
established the Panel. The second review was forced due to some Board members and 
management interference with the Panel process. The second review involved Board 
consultations with claimants and international NGOs. The reviews cumulatively resulted 
in two amendments (called Clarifications) to the original Resolution leading to the 
following reforms: 17 

1) In 1996, the Board specifically limited the Panel’s activities to making findings, and 
prohibited it from making recommendations in its final report. 18 This left only Bank 
management and operations with the task of making recommendations regarding 
remedial measures to be taken in connection with the report. (Bank management 
normally issues an action plan in its response to the Panel’s report.) 


" Monica Blagescu and Robert Lloyd, 21)06 Global Accountability Report (London: One World Trust, 
2006). 

14 Maartje van Pulten, Policing the World, Accountability Mechanisms for the Multilateral Financial 
Institutions and Private Financial Institutions (Tilburg: Tilburg University, 2006), see generally chapters 1 , 
3 & 4, 

‘ Dana Clark, ct at.. Demanding Accountability'. 

’ The Inspection Panel, Animal Report July I, 2006-June 30.2007, “Review of the Resolution Establishing 
the Inspection Panel 1996 Clarification of Certain Aspects of the Resolution" and “1999 Clarification of the 
Boards Second Review of the Inspection Panel," Annex 5, pages 98-108 (included as an annex to this 
testimony). 

17 The rationale for issuing clarifications instead of revising the resolution was concern among some Part 1 
Board members that opening the resolution would result in a weakening of the Panel’s mandate. However 
the clarifications did in fact weaken the panel and make a clear reading of the resolution impossible. 

18 This was a confirmation of the original Resolution which only allowed the Panel to make findings. 
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2) The Panel’s mandate does not extend to reviewing the consistency of Bank 
practice with any of its policies and procedures across multiple operations, but is 
limited to cases of alleged failure of the Bank to follow its policies and procedures 
with respect to the design, appraisal or implementation of each individual project. 

3) The Board directed Bank management to strictly follow the Resolution, and limited 
management’s attempt to have ex-parte communications with the Board, to derail 
Panel investigations, or to generally interfere with eligibility determinations. 

4) The Board would authorize investigations “without discussion or judgment" of the 
merits of the claim, except related to eligibility. This paved the way for a more fluid 
process that prevented Board members from blocking a claim on various grounds. 
The practical effect is that Panel investigations are more easily approved on a "no 
objection" basis. 

5) For assessing material adverse effect, the Board made the standard more difficult 
by using a “without project standard.” This approach requires assessing the potential 
damage that could have occurred in the complete absence of the project, and 
comparing this with the damage claimed to have occurred as a direct result of policy 
violations associated with the project. 

6) The Panel does not have a mandate to monitor implementation of management 
action plans after an inspection is completed. The Resolution and Clarifications are 
silent on whether the Panel can specifically monitor policy compliance. 

7) The Panel does have a mandate to report to the Board on its view of the 
adequacy of management's consultations with the claimants in the preparation of 
action plans (though the Panel is prohibited from undertaking field visits to assess 
the adequacy of these consultations without an invitation). 

Three of these clarifications (1 , 2 & 6) specifically limited the Panel’s mandate; number 5 
made it more difficult for claimants to establish eligibility, and numbers 3 & 4 facilitated 
the Pane! process by making approval of investigations more streamlined, with less 
intervention by management and the Board. The Panel can also take site visits to 
determine eligibility without Board approval. Number 7 gave the Panel the power to 
comment on the extent to which management involved the claimant's in developing 
action plans, but at the same restricted the Panel from taking a site visit to assess this 
involvement. Number 4 was significant because the WB Board has not denied one 
investigation since this clarification. 

As the clarifications illustrate, reviewing of the Resolution can result in both weakening 
and strengthening of the Panel's mandate depending on the internal positions and 
politics of the Board. 


IV. Issues Related to the Inspection Panel Process 

There has now been 15 years of experience with the Inspection Panel process, a 
number of recurring themes have emerged that require reforms. These include the need 
to: increase stakeholder access to the Panel Process (including being consulted about 
project remedies), increase the Panel's powers to conduct post inspection follow-up and 



monitoring of project remedies and compliance; develop a more transparent selection 
process, develop wider public outreach and communications, and secure Panel control 
over their own budgetary resources. 

A. Need to Increase Access and User-friendliness for Claimants during Panel 
Process 

Since the establishment of the Panel in 1993, NGOs have warned that the Panel 
process does not allow enough access for claimants to have their concerns heard by 
management and the Board throughout the Panel process. 19 These concerns have 
borne out in the intervening years. 

1. Access to Information 

The current Panel process has important instances when the claimant is left out of the 
process and finds it difficult to get information or provide important comments or input. 
For example, after the claim is filed and the Panel site visit has been completed, the 
claimant has few opportunities for engagement in the process. 

Importantly, claimants do not have access to management’s initial response to their 
claim of harm until it is too late to respond. Further on in the process when the Panel 
issues its final report to the Board, Bank management receives a copy, and sends a 
response to the Board that makes recommendations for next steps called an "action 
plan.” (See page 35 for a chart outlining the Panel process.) 

Currently, claimants do not see management’s response to the Panel Report, or the 
Panel’s final report, before it is sent to the Board or before a Board decision. While 
management and the Panel both have opportunities to report their views to the Board 
the claimants have no such opportunity. 

The Panel has recently established a process that involves a site visit after the 
inspection is over to explain the inspection outcome, management response and the 
Board decision. While the Panel should be applauded for these efforts, unfortunately it is 
too late in the process for claimants to provide input that could change the outcome of 
the claim. 

By contrast, at the ADB Accountability Mechanism, the claimant does have an 
opportunity to comment on the draft findings and has a 30-day period during the time 
that management is commenting to review and comment. 20 The ADB's Compliance 
Review Panel then reviews the response and makes changes to the report that it deems 
necessary. In addition to this, the ADB policy requires that the Compliance Review Panel 
attach the claimants’ (and management's) comments to the final report it sends to the 
Board. The ADB is the only accountability mechanism that has this innovation. 


I ’ Testimony of Lori Udall, "World Bank Disclosure Policy and Inspection Panel,” Hearing before the 
Subcommittee on International Development Finance, Trade and Monetary Policy, June 21, 1994. 

Asian Development Bank, Review of the Inspection Function: Establishment of a New Accountability 
Mechanism, May 2003, Point 125 
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2. Full Consultation with Claimants and affected Stakeholders on Developing 
Actions Plans 

In 1999, the World Bank Board mandated that management should communicate to the 
Panel the outcome of its consultations with affected parties regarding the action plans, 
implicitly requiring management to involve claimants in developing action plans 
regarding project remedies. The Board also gave the Panel a mandate to comment to 
the Board on whether the claimants were adequately consulted on the actions plans. 
Neither of these processes has developed adequately. 

For years, NGO case studies have documented the absence of claimant involvement in 
developing action plans or remedies to bring the project back into compliance. 21 For 
example in the Chad Cameroon Pipeline, the claimants whose livelihoods and 
environment were harmed by the pipeline said they were never consulted about the 
plans to improve compliance in the project, and thus the actions plans fell short of their 
needs. 

Claimants usually have first-hand experience and knowledge to provide 
recommendations for remedial measures that would improve their own situation, but 
have generally been prevented by the process from doing this. As a result, management 
produced action plans are usually the course followed by the Board. 

The irony is that the claimants are left with solutions offered by operations staff who 
often ignored their complaints in the first place and who are now also responsible for 
their implementation. As stated in Demanding Accountability: 

“The same Bank officials whose actions and omissions may have caused the 
claimants problems are tasked with resolving the very problems they may have 
caused. This is particularly ironic given that [ ] staff and management have frequently 
denied the problems existed. “ 22 

In a recent field study of six Panel claims, the fact that claimants have not been involved 
in action plans by management was cited a major shortfall of the Panel process. 23 The 
same study illustrated that a significant number of the Panel’s findings in nine claims 
were ignored when they developed their actions plans. For example, in the India Coal 
Sector Claim the Panel made 27 findings, and in response, Bank management proposed 
only 9 actions in it plans. 

If the claimants were involved in developing solutions, the likelihood of this problem 
would be drastically decreased. 


For example sec Deiphine Djiraibe, Korinna Ilorta and Samuel Nguiffo , “Access to Justice from Local 
Village to Global Boardroom: An Experience in International Accountability- The World Bank Inspection 
Panel and the Chad-Cameroon Oil and Pipeline Project,” September 2004. See also Dana Clark, et ah, 
Demanding Accountability, pages 258-275. See also Lori Udail, “The World Bank Inspection Panel.: A 
Three Year Review.” 

' Dana Clark, et ah, Demanding Accountability, page 266. 

J Tess Bridgeman, “An Independent Evaluation of the World Bank Inspection Panel, Summary of Findings 
and Recommendations, October 22, 2007." This report evaluates six out of fifty two claims the Panel 
received 
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B. Post- Inspection Follow-up and Monitoring 

Since the establishment of the Panel, the World Bank Board has changed its position on 
whether the Panel should be empowered to monitor projects that have been the subject 
of a claim. In some of the early claims — such as the Rondonia Natural Resources 
Project in Brazil, the Itaparica Resettlement and Irrigation Project, the Jamuna 
Multipurpose Bridge Project, and the Yacyreta Hydroelectric Project — the Panel was 
asked to monitor and review the implementation of the Bank’s action plans. In some 
cases, the Panel was asked to monitor progress in lieu of a full investigation. 

Leading up to the 1999 Board Review of the Panel many borrowing (Part II) country 
Board members objected to the Panel returning to projects sites yet another time in 
order to monitor remedial actions. This resulted in the Board explicitly prohibiting the 
Panel from an oversight or monitoring role in management-generated action plans in the 
second clarification of the Panel’s Resolution. 24 However, the Board did not specifically 
prohibit the Panel from monitoring whether the project has returned to compliance with 
Bank policy. 

Over the years, the lack of monitoring and follow-up has resulted in inadequate 
resolution of problems and policy violations in many problem projects. In some claims, 
such as Yacyreta Hydroelectric Project, Itaparica Resettlement, NTPC Power 
Generation Project, Bujagali Hydropower Project and Brazilian Land Reform, the 
claimants have had no choice but to file additional claims to seek remedies for their 
problems and to request further policy compliance. 

The Board has been left with overseeing implementation of remedies and ensuring that 
projects are being brought back into compliance, but the Board has no process for 
monitoring and has not appointed any independent panels to undertake this critical 
function. In some cases the Board has asked management to report back but this has no 
independent feature to it. 

The current Bank Board may realize the limitations of not having an independent voice 
to follow-up on remedial actions and compliance. Recently it has requested the Panel to 
conduct follow-up fact finding in the Mumbai Urban Transport project and in the second 
Yacyreta Power project. 

It has long been recognized by Panel claimants and advocacy NGOs that monitoring 
would be a logical and effective step to ensure that the issues that gave rise to the 
complaint are in fact being addressed. Follow-up and monitoring is also required in order 
for the Bank's Board to have independent information and to exercise effective oversight 
of management. Independent monitoring would also pressure the Bank's operations staff 
to fulfill their action plans. 

By contrast the accountability mechanisms at the IFC/MIGA, IDB, AfDB, and EBRD all 
have monitoring functions. To date, experience with monitoring suggests that it is a 
positive process for checking back in with claimants regarding implementation of any 


In the 1990s the Executive Board assigned the Panel monitoring roles in two claims, one in Brazil and 
one in Bangladesh, but Part II Executive Directors complained and in the end the Board clarified that the 
panel had no mandate to monitor. The exception to this as stated in Section 1 is that the Panel can review 
whether the development of actions plans involved consultations with affected people. 
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recommendations or, in the case of a mediation exercise, monitoring of the agreement. It 
may also prevent the time wasted when claimants must re-file a claim just to get 
attention or remedial action on project improvement. 

C. Need fora Transparent Inspection Panel Selection Process 

Panel members are supposed to be appointed by the World Bank Board of Executive 
Directors. On the appointment of Panel members, the Resolution states that 

“The President, after consultation with the Executive Directors, shall nominate the 
members of the Panel to be appointed by the Executive Directors," 25 

In the early years of the Panel, the Executive Directors took a strong role in the 
nominations process by asking NGOs for names of candidates that would be suitable for 
the Panel positions. Many of the Part I Executive Directors actively promoted NGO 
candidates that were widely considered to be independent, possessing a high level of 
integrity and knowledge about conditions in developing countries. This was quite 
appropriate considering the strong role that NGOs had in promoting and establishing the 
Panel. In the mid- to late-1990s when Panel positions were open, the Panel members 
themselves were also consulted about possible candidates. 

In the last several years the process for selecting Panel members has become 
increasingly more internal to the Bank and less transparent. Even the Panel itself has 
been left out of the process, limited to an advisory role when it comes to selection. This 
was evident during the 2007 process to replace retiring Panel member Edith Brown 
Weiss. The elevated secrecy around the selection process prompted Washington-based 
NGOs to write a letter to the Bank citing the lack of transparency and public 
participation. 26 Bank management's response was to defend the inadequate selection 
process. In 2008 another selection process is underway for retiring Panel member Mr. 
Tongroj Onchan. 

The selection procedures for Panel members were approved by the Board without any 
public consultation and, until recently, there were no public advertisements of Panel 
positions. 

Under current procedures, the President appoints a selection committee that includes 
two Board members (the Chair of the Committee on Development Effectiveness and the 
Dean of the Board) and two members of senior management including a Managing 
Director (or a regional Vice President) and the General Counsel. The involvement of 
upper-level management in selections has the potential to undermine the independence 
of the Panel and presents a serious potential conflict of interest, since the job of the 
Panel is, in effect, to review management and operations adherence to their own 
policies. A plain reading of the Resolution reveals that the President’s involvement is 
based on his/her capacity as chair of the Board, not because management should be 
choosing independent Panel members. 


' World Bank, “Resolution No. IBRD 93-10 and Resolution No. IDA 93-6, The World Bank Inspection 
Panel, September 22, 1993,’’ Point 2. 

2h C1EL and B1C Letter to President Wolfowitz, April 27, 2007 on Selection Process for the World Bank 
Inspection Panel Vacancy. 
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In most other accountability mechanisms selection processes are non-transparent in 
varying degrees and do not serve as a model for the World Bank. While the ADB and the 
AfDB did publicly advertise the opening of positions in their mechanisms, the ADB did so 
only after pressure from NGOs. The AfDB also appointed an external review committee 
to pick the roster members. 

The CAO had the most independent selection process during the selection of the 
Ombudsman, Meg Taylor, in 1997. The CAO reports directly to the office of the World 
Bank President, so in this case it made sense for the President to lead the process. The 
President appointed a working group of six people from civil society and the private 
sector, all from outside the IFC/MIGA. The position was advertised inside and outside 
the Bank and after interviews the working group agreed to recommend two candidates to 
the President but also informed him of their top choice. The President selected the 
working group's top choice. This process has not yet been codified but it illustrates how 
a multi-stakeholder group can effectively be involved in the selection process. 

D. Increased Public Outreach and Education 

Since 1996, through its clarifications the Board has charged Bank management with the 
task of public outreach to make the Panel "better known” in the Bank's borrowing 
countries. Management has not filled this mandate and would be unlikely to do so since 
it has an adversarial relationship with the Panel. 

The Panel is the appropriate body to conduct its own outreach and develop relationships 
with civil society stakeholders and NGOs. The Panel already holds meetings with NGOs 
during World Bank annual meetings and conducts outreach meetings in borrower 
countries. However in order to pursue a much more robust outreach program the Panel 
would need additional resources which would constitute a strong signal from the Board 
that it should develop a more effective outreach program. In a recent development, the 
World Bank’s Board Committee on Development Effectiveness (CODE) requested the 
CAO to develop an outreach communications plan so that potential stakeholders could 
learn more about opportunities to engage with the CAO. There is no reason that the 
Board could not mandate or encourage the Panel to conduct a broader outreach 
program as well. 

E. Panel Should Maintain Control over its own Budgetary Resources 

The Panel Resolution provides that: 

“The Panel shall be given such budgetary resources as shall be sufficient to carry out 
activities." 27 

One aspect of the Panel’s independence is being able to secure the resources it needs 
to fulfill its mandate. The Panel's budget has been maintained in real terms over the 
years and recently increased slightly on an ad-hoc basis to reflect the increased case 
load. In 2006-07, the Panel budget was US$3,083 million. For 2007-08 the Panel 
requested and received an increase due to an expanding workload. To date there has 


7 The World Bank, "Resolution No. IBRD 9.1-10, Resolution No. IDA 93-6, The World Bank Inspection 
Panel, September 22, 1993." 
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not been a problem with obtaining the resources necessary: usually the Board Budget 
Committee approves the Panel budget increases. 

Some of the reforms recommended in this testimony such as public outreach and follow- 
up and monitoring would involve the need for increased resources. We recommend that 
there be a transparent process for the Panel to secure the necessary resources. 


V. Recommendations for Reform and Updates for the World Bank Inspection 
Panel Process 


A. Increase Claimant Access to the Inspection Panel and the Panel Process 

There are several areas where the Panel process can me made more user-friendly and 
increase access to the Panel process. 

1. Information Access. Claimants should have access to the Panel's final report before 
or as it is sent to the Board and to management's response to the report and to action 
plans. 

2. Claimants Involvement in Remedies and Management’s Action Plan. 

Management should implement its mandate to involve claimants in remedies for projects 
and action plans. The Panel should implement its mandate to follow-up and comment on 
whether management sufficiently involved the claimants' in developing the action plan. 

3. Claimants Access to the Board. The Panel and management both have access to 
the Board during the Panel process and after the Panel report is sent to the Board. The 
claimants should also be provided an opportunity to appeal to the Board with comments 
on management’s response, actions plans or the Panel report. This would be especially 
important if the claimants disagree with management’s responses, the action plan or feel 
there are missing remedies in the action plans. 

B. Panel Selection Process 

The World Bank Panel (like the CAO) could lead the other accountability mechanisms in 
developing a selection process that is open, transparent, and participatory. The unique 
character of the Panel deserves a participatory process to ensure the best interests of 
the mechanism are served and the credibility and independence of the Panel is 
preserved. 

The following improvements are recommended and these would compliment the current 
policy. 

1. Open Nominations Process. There should be an open and transparent nominations 
process that invites nominations from civil society and NGOs. Openings in the Inspection 
Panel should be publicly announced and circulated to NGOs and civil society groups 
through the Panel itself. World Bank External Relations, and World Bank field offices. 


2. Public Roster. The C.V.'s of all nominees for the Panel should be kept on a roster 
and made publicly available by request or on the World Bank website for review. 



84 


3. Board Selection Committee with Civil Society Representation. The World Bank 
selection committee for the Panel should include one civil society representative, the 
Chair of the Panel, The Dean of the Board and the Chair of CODE. 

These simple steps are compatible with the current Resolution, and could easily be 
instituted by the World Bank Board to add transparency to the process. 

C. Post Inspection Follow-up and Monitoring 

The Panel should be empowered by the Board with more flexibility to follow-up and 
monitor implementation of remedial measures to bring the project back into compliance 
with Bank policies and procedures. This follow-up is important to completing the Panel 
process and to ensuring that concrete improvements occur on the ground. 

D. Public Outreach 

The Panel should be empowered and encouraged to conduct extensive public outreach 
and communications, and provided the necessary budget to conduct this activity. 

E. Budgetary Concerns 

The Panel should maintain control over its budget and the budget should be increased 
for communications outreach and post inspection follow-up and monitoring compliance. 

VI. Conclusion 

The occasion of the re-authorization of U.S. participation in IDA 15 provides an important 
opportunity for review and reform of the World Bank Inspection Panel. The Panel now 
has 15 years of experience. It has been eight years since the Panel has been up for 
review by the Board of Executive Directors and 13 years since the Panel was reviewed 
in the U.S. Congress. 28 

The Panel is an important and effective tool for communities that are adversely affected 
by Bank projects and programs. With these few innovations and reforms the Panel 
process could be more effective and efficient and contribute to increasing project quality. 
An improved Panel would enable the Bank to strengthen its public accountability, 
transparency and, most importantly, to ensure that the Panel process is more accessible 
for poor and marginalized people who are adversely affected by Bank projects and 
programs. 


"* World Bank Disclosure Policy and Inspection Panel, Hearing Before the Subcommittee on international 
Development Finance, Trade and Monetary Policy, June 21, 1994. 
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Note on Longer Term Issues Relating to the Inspection Panel 

Below I have noted several issues relating to the Inspection Panel that should be 
addressed in the coming years. 

A. IDA/IFA Joint Projects 

IDA and IFC have recently launched a program of closer collaboration which will result in 
IFC transferring US$1.7 billion to IDA through year 2011. On March 25, 2008 IFC 
Executive Vice President and CEO Lars Thunell signed an agreement for IFC to transfer 
the first $500 million to IDA. In order to guide the IDA/IFC collaboration, a new IDA-IFC 
secretariat has been established and is looking to develop joint projects, particularly in 
infrastructure. 29 The IDA-IFC Secretariat has announced that it will conduct 
consultations with NGOs and civil society to listen to their concerns about the new 
collaboration. 

The possibility of joint IDA-IFC projects raises a number of questions for NGOs in 
broader terms such as the different set of organizational priorities, policies, programs 
and standards and how these will play out in the context of the new term “lead agency" 
which implies that for each joint project either IDA or IFC would be the lead agency. 

Regarding the Inspection Panel and CAO, NGOs are concerned that the joint IDA-IFC 
framework may cause confusion for affected people who may wish to file claims. For 
example: Would affected parties send a complaint to the CAO or to the Panel, or both? 
How would the difference in IFC and IDA safeguard policies play out? How would the 
CAO and Inspection Panel ensure maximum user-friendliness for the claimant? 

With this in mind, the following guiding principles should undergird joint IDA/IFC claims 
process: 

V The claims process should be transparent, user-friendly, and as simple as the 
current process in both mechanisms; 

V The claimants should have a choice where to file a claim: with the Inspection 
Panel or with the CAO; 

V If the claimant seeks both problem solving and compliance functions, the process 
should be afforded them without a predetermined rule that would force one 
process over the other. 

While this issue may not yet be ripe for Congressional action, we hope the Committee 
will continue to monitor the developments. 

B. Problem Solving Function for IDA and IBRD? 

Several accountability mechanisms have instituted the innovation of providing an 
alternate “problem-solving" window for claimants to bring their grievances in addition to a 
compliance review unit. These include the CAO, ADB, AfDB, and the EBRD 
mechanisms. 30 These grew out of the practical reality that claimants are almost always 


The new Director of the IFC-IDA Secretariat is Nigel Twose. 
The IDB's draft policy also has a problem solving unit. 


15 
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more concerned with finding solutions and remedies to their problems than they are with 
compliance or non-compliance. While the WB Inspection Panel in practice does conduct 
some problem solving in the initial stages of the inspection process, technically it does 
not have a mandate to review claimants problems that are not related to policy 
compliance. In such cases, the Panel has sent a notice to the Board and Senior 
Management describing the claimants concerns and noting its lack of authority to deal 
with the matter. 

When there are other issues raised by claimants that do not relate to compliance the 
Panel has not been able to address them even if they are just as critical to the claim as 
the policy violations. For example, in the Chad Cameroon Pipeline claim, according to an 
NGO report, the Panel did not address problems relating to workers rights, capacity 
building in the project, and indigenous land security because the issues were not related 
to a policy violation. 

As noted by two experts involved with the ADB's Review of the Inspection Function: 

“MDBs have shifted their focus to both problem solving and compliance review from 
simply investigating the compliance or non-compliance of an MDB's operational 
activities. The move is in accord with the substantive principles behind empowering 
project-affected people to have affective access to the problem-solving institution. The 
[problem solving] phase adds stability, power, and effectiveness to the mechanism 
designed to enhance the institutions accountability and development effective on the 
ground .” 31 

In the ADB, the claimants are first required to appeal to a problem solver function. The 
rationale for this is that often claimants have a problem with the Bank that could be 
resolved through mediation or dispute resolution and may not have any policy 
implications. If the claimant is dissatisfied with the problem solver process they can then 
proceed to the Compliance Review Panel. At the AfDB, the Director of the Compliance 
Review Mediation Unit conducts a preliminary review to determine whether the claim is 
eligible for a compliance review or problem solving. 

At the EBRD, the chief compliance officer of the Independent Recourse Mechanism can 
determine whether the claim should undergo a compliance review or start a problem 
solving process in order “to facilitate the early resolution of issues ." 32 However, the 
process is not as independent as other mechanisms since the President of the EBRD 
has to approve the problem solving effort. 

At the CAO, the Ombudsman is the main port of entry, and the decision to refer the 
claim to the compliance auditor lies with the Ombudsman and not the claimant . 33 Of all 


;| Eisuke Suzuki and Suresh Nanwani, "Responsibility of International Organizations: the Accountability 
Mechanisms of the Multilateral Development Banks,” Michigan Journal of International La\\\ Fall 2005, 
page 223. 

32 EBRD, Independent Recourse Mechanism, As Approved by the Board of Executive Directors on April 
29, 2003. 

33 A compliance audit can also be triggered by IFC/MIGA Senior management or the President of the 
World Bank, or at the discretion of the CAO Vice-President. Also, under recent guidelines, problem 
solving claims that do not reach satisfactory outcomes are automatically referred to the compliance auditor 
for review. 
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the accountability mechanisms, the CAO has the most extensive experience with 
problem solving and under the new guidelines has a more user-friendly system. 34 The 
Ombudsman also has total independence to determine eligibility, conduct site visits, 
undertake an assessment or assist with resolution of a problem. Since 1999, the CAO 
has handled 66 claims in 24 different IFC/MIGA projects. 

One of the advantages of problem solving over compliance review is the flexibility to 
address problems in a number of informal consensus based methods such as 
consultation, mediation, and dispute resolution. Another advantage is the absence of 
formal requirements such as policy violations in the claimant’s submission. The problem 
solver can use various approaches, such as convening meetings with various 
stakeholders, organizing and facilitating consultations processes, and engaging in a fact- 
finding review. The problem-solving phase does not seek to put blame on any party but 
instead seeks consensus and agreement among parties as to the matters in dispute, the 
modality of problem solving, and the time frame. 

Compliance reviews by their nature are contentious and often bring intense pressure on 
operations staff and local government agencies. The problem solving function on the 
other hand seeks to build consensus and is solution oriented. This makes problem 
solving an important compliment to compliance mechanisms. 

C. Country Systems and the Inspection Panel Powers 

The mandate and powers of the Panel could be diminished by changes to the policies 
and procedures that the Panel is charged to oversee. For example, the Bank's 
Operational Policy 4.00, which allows use of borrower systems to address environmental 
and social safeguard issues (known as "country systems”), presents risks of weakening 
environmental and social standards. 

Under country systems, the Bank must first assess whether a borrower’s laws, policies 
and procedures are “equivalent" to a streamlined version of existing Bank safeguard 
policies— not the full suite of safeguard policies — and reach agreement with the borrower 
on measures to fill “gaps” between its own standards and the Bank's streamlined 
policies. Additionally, the Bank must determine whether a borrower's capacity to 
implement its own laws, policies and procedures is "acceptable.” Unfortunately, the 
equivalency determination is not fully transparent, the measures proposed to fill gaps are 
exceedingly unclear, and the timeline for implementing these measures is unapparent. 

The acceptability determination focuses on very narrow aspects of borrower capacity, 
and the process by which the determination is undertaken is unapparent. As a result, 
communities would be left with little understanding of what is required of the Bank and 
borrower with respect to meeting environmental and social standards for the project. 
Increasing transparency associated with implementation of Operational Policy 4.00, 
including an independent third party review of its application, may prevent weakening of 
these standards as the World Bank moves to expand its country systems approach. 
Questions regarding Panel’s authority to fully assess compliance with Bank policies arise 
under the country systems model. 


The CAO issued revised guidelines in April 2007 after receiving comments from civil society, NGOs, 
and IFC/MIGA. 
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ANNEX I 

Source: World Bank Inspection Pane!, Annual Report, July !, 2006, to June 30, 2007 , pp. 98-108. 
Reprinted with Permission of the Inspection Panel 


World Bank Inspection Panel 1993 Resolution 

September 22, 1993 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 
INTERNATIONAL DEVELOPMENT ASSOCIATION 

Resolution No. IBRD 93-10 
Resolution No. IDA 93-6 

“THE WORLD BANK INSPECTION PANEL” 

The Executive Directors: 

Hereby resolve: 

1. There is established an independent Inspection Panel (hereinafter called the Panel), which shall 
have the powers and shall function as stated in this resolution. 

COMPOSITION OF THE PANEL 

2. The Panel shall consist of three members of different nationalities from Bank member 
countries. The President, after consultation with the Executive Directors, shall nominate the 
members of the Panel to be appointed by the Executive Directors. 

3. The first members of the Panel shall be appointed as follows: one for three years, one for four 
years, and one for five years. Each vacancy thereafter shall be filled for a period of five years, 
provided that no member may serve for more than one term. The term of appointment of each 
member of the Panel shall be subject to the continuity of the inspection function established by 
this Resolution. 

4. Members of the Panel shall be selected on the basis of their ability to deal thoroughly and fairly 
with the requests brought to them, their integrity and their independence from the Bank’s 
Management, and their exposure to developmental issues and to living conditions in developing 
countries. Knowledge and experience of the Bank's operations will also be desirable. 

5. Executive Directors, Alternates, Advisors, and staff members of the Bank Group may not serve 
on the Panel until two years have elapsed since the end of their service in the Bank Group. For 
purposes of this Resolution, the term “staff’ shall mean all persons holding Bank Group 
appointments as defined in Staff Rule 4.01, including persons holding consultant and local 
consultant appointments. 

6. A Panel member shall be disqualified from participation in the hearing and investigation of any 
request related to a matter in which hc/shc has a personal interest or had significant involvement 
in any capacity. 


18 



89 


7. The Panel member initially appointed for five years shall be the first Chairperson of the Panel, 
and shall hold such office for one year. Thereafter, the members of the Panel shall elect a 
Chairperson for a period of one year. 

8. Members of the Panel may be removed from office only by decision of the Executive 
Directors, for cause. 

9. With the exception of the Chairperson who shall work on a full-time basis at Bank 
headquarters, members of the Panel shall be expected to work on a full-time basis only when their 
workload justifies such an arrangement, as will be decided by the Executive Directors on the 
recommendation of the Panel. 

10. In the performance of their functions, members of the Panel shall be officials of the Bank 
enjoying the privileges and immunities accorded to Bank officials, and shall be subject to the 
requirements of the Bank’s Articles of Agreement concerning their exclusive loyalty to the Bank 
and to the obligations of subparagraphs (c) and (d) of paragraph 3.1 and paragraph 3.2 of the 
Principles of Staff Employment concerning their conduct as officials of the Bank. Once they 
begin to work on a full-time basis, they shall receive remuneration at a level to be determined by 
the Executive Directors upon a recommendation of the President, plus normal benefits available 
to Bank fixed-term staff. Prior to that time, they shall be remunerated on a per diem basis and 
shall be reimbursed for their expenses on the same basis as the members of the Bank’s 
Administrative Tribunal. Members of the Panel may not be employed by the Bank Group, 
following the end of their service on the Panel. 

1 1. The President, after consultation with the Executive Directors, shall assign a staff member to 
the Panel as Executive Secretary, who need not act on a full-time basis until the workload so 
justifies. The Panel shall be given such budgetary resources as shall be sufficient to carry out its 
activities. 

POWERS OF THE PANEL 

12. The Panel shall receive requests for inspection presented to it by an affected party in the 
territory of the borrower which is not a single individual (i.c., a community of persons such as an 
organization, association, society, or other grouping of individuals), or by the local representative 
of such party or by another representative in the exceptional eases where the party submitting the 
request contends that appropriate representation is not locally available and the Executive 
Directors so agree at the time they consider the request for inspection. Any such representative 
shall present to the Panel written evidence that he is acting as agent of the party on behalf of 
which the request is made. The affected party must demonstrate that its rights or interests have 
been or arc likely to be directly affected by an action or omission of the Bank as a result of a 
failure of the Bank to follow its operational policies and procedures with respect to the design, 
appraisal, and/or implementation of a project financed by the Bank (including situations where 
the Bank is alleged to have failed in its follow-up on the borrower’s obligations under loan 
agreements with respect to such policies and procedures) provided in all eases that such failure 
has had, or threatens to have, a material adverse effect. In view of the institutional responsibilities 
of Executive Directors in the observance by the Bank of its operational policies and procedures, 
an Executive Director may in special eases of serious alleged violations of such policies and 
procedures ask the Panel for an investigation, subject to the requirements of paragraphs 1 3 and 1 4 
below. The Executive Directors, acting as a Board, may at any time instruct the Panel to conduct 
an investigation. For purposes of this Resolution, “operational policies and procedures" consist of 
the Bank’s Operational Policies, Bank Procedures and Operational Directives, and similar 
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documents issued before these series were started, and docs not include Guidelines and Best 
Practices and similar documents or statements. 

13. The Panel shall satisfy itself before a request for inspection is heard that the subject matter of 
the request has been dealt with by the Management of the Bank and Management has failed to 
demonstrate that it has followed, or is taking adequate steps to follow, the Bank’s policies and 
procedures. The Panel shall also satisfy itself that the alleged violation of the Bank’s policies and 
procedures is of a serious character. 

14. In considering requests under paragraph 12 above, the following requests shall not be heard 
by the Panel: 

(a) Complaints with respect to actions which arc the responsibility of other parties, such 
as a borrower, or potential borrower, and which do not involve any action or omission on the part 
of the Bank. 

(b) Complaints against procurement decisions by Bank borrowers from suppliers of 
goods and services financed or expected to be financed by the Bank under a loan agreement, or 
from losing tenderers for the supply of any such goods and services, which will continue to be 
addressed by staff under existing procedures. 

(c) Requests filed after the Closing Date of the loan financing the project with respect to 
which the request is filed or after the loan financing the project has been substantially disbursed. 15 

(d) Requests related to a particular matter or matters over which the Panel has already 
made its recommendation upon having received a prior request, unless justified by new evidence 
or circumstances not known at the time of the prior request. 

15. The Panel shall seek the advice of the Bank’s Legal Department on matters related to the 
Bank’s rights and obligations with respect to the request under consideration. 

PROCEDURES 

16. Requests for inspection shall be in writing and shall state all relevant facts, including, in the 
ease of a request by an affected party, the harm suffered by or threatened to such party or parties 
by the alleged action or omission of the Bank. All requests shall explain the steps already taken to 
deal with the issue, as well as the nature of the alleged actions or omissions and shall specify the 
actions taken to bring the issue to the attention of Management, and Management’s response to 
such action. 

17. The Chairperson of the Panel shall inform the Executive Directors and the President of the 
Bank promptly upon receiving a request for inspection. 

18. Within 21 days of being notified of a request for inspection, the Management of the Bank 
shall provide the Panel with evidence that it has complied or intends to comply with the Bank’s 
relevant policies and procedures. 

19. Within 21 days of receiving the response of the Management as provided in the preceding 
paragraph, the Panel shall determine whether the request meets the eligibility criteria set out in 
paragraphs 12 to 14 above and shall make a recommendation to the Executive Directors as to 
whether the matter should be investigated. The recommendation of the Panel shall be circulated 
to the Executive Directors for decision within the normal distribution period. In ease the request 


This will be deemed to be the ease when at least 95 percent of the loan proceeds have been disbursed. 
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was initiated by an affected party, such party shall be informed of the decision of the Executive 
Directors within two weeks of the date of such decision. 

20. If a decision is made by the Executive Directors to investigate the request, the Chairperson of 
the Panel shall designate one or more of the Panel’s members (Inspectors) who shall have 
primary responsibility for conducting the inspection. The lnspcctor(s) shall report his/her (their) 
findings to the Panel within a period to be determined by the Panel taking into account the nature 
of each request. 

21. In the discharge of their functions, the members of the Panel shall have access to all staff who 
may contribute information and to all pertinent Bank records and shall consult as needed with the 
Director General, Operations Evaluation Department, and the Internal Auditor. The borrower and 
the Executive Director representing the borrowing (or guaranteeing) country shall be consulted on 
the subject matter both before the Panel’s recommendation on whether to proceed with the 
investigation and during the investigation. Inspection in the territory of such country shall be 
carried out with its prior consent. 

22. The Panel shall submit its report to the Executive Directors and the President. The report of 
the Panel shall consider all relevant facts, and shall conclude with the Panel's findings on whether 
the Bank has complied with all relevant Bank policies and procedures. 

23. Within six weeks from receiving the Panel’s findings. Management will submit to the 
Executive Directors for their consideration a report indicating its recommendations in response to 
such findings. The findings of the Panel and the actions completed during project preparation also 
will be discussed in the Staff Appraisal Report when the project is submitted to the Executive 
Directors for financing. In all eases of a request made by an affected party, the Bank shall, within 
two weeks of the Executive Directors’ consideration of the matter, inform such party of the 
results of the investigation and the action taken in its respect, if any. 

DECISIONS OF THE PANEL 

24. All decisions of the Panel on procedural matters, its recommendations to the Executive 
Directors on whether to proceed with the investigation of a request, and its reports pursuant to 
paragraph 22, shall be reached by consensus and, in the absence of a consensus, the majority and 
minority views shall be stated. 

REPORTS 

25. After the Executive Directors have considered a request for an inspection as set out in 
paragraph 19, the Bank shall make such request publicly available together with the 
recommendation of the Panel on whether to proceed with the inspection and the decision of the 
Executive Directors in this respect. The Bank shall make publicly available the report submitted 
by the Panel pursuant to paragraph 22 and the Bank’s response thereon within two weeks after 
consideration by the Executive Directors of the report. 

26. In addition to the material referred to in paragraph 25, the Panel shall furnish an annual report 
to the President and the Executive Directors concerning its activities. 

The annual report shall be published by the Bank. 


REVIEW 
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27. The Executive Directors shall review the experience of the inspection function established by 
this Resolution after two years from the date of the appointment of the first members of the Panel. 

APPLICATION TO IDA PROJECTS 

28. In this resolution, references to the Bank and to loans include references to the Association 
and to development credits. 
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1996 Clarification 


REVIEW OF THE RESOLUTION ESTABLISHING THE INSPECTION PANEL 
1996 CLARIFICATION OF CERTAIN ASPECTS OF THE RESOLUTION 

The Resolution establishing the Inspection Panel calls for a review after two years from the date 
of appointment of the first panel members. On October 17. 1996, the Executive Directors of the 
Bank and IDA completed the review process (except for the question of inspection of World 
Bank Group private sector projects) by considering and endorsing the clarifications recommended 
by Management on the basis of the discussions of the Executive Directors’ Committee on 
Development Effectiveness (CODE). The Inspection Panel and Management arc requested by the 
Executive Directors to observe the clarifications in their application of the Resolution. The 
clarifications arc set out below. 

THE PANEL’S FUNCTION 

Since the Resolution limits the first phase of the inspection process to ascertaining the eligibility 
of the request, this phase should normally be completed within the 21 days stated in the 
Resolution. However, in eases where the Inspection Panel believes that it would be appropriate to 
undertake a “preliminary assessment” of the damages alleged by the requester (in particular when 
such preliminary assessment could lead to a resolution of the matter without the need for a full 
investigation), the Panel may undertake the preliminary assessment and indicate to the Board the 
date on which it would present its findings and recommendations as to the need, if any, for a full 
investigation. If such a date is expected by the Panel to exceed eight weeks from the date of 
receipt of Management’s comments, the Panel should seek Board approval for the extension, 
possibly on a “no-objection” basis. What is needed at this preliminary stage is not to establish that 
a serious violation of the Bank’s policy has actually resulted in damages suffered by the affected 
party, but rather to establish whether the complatnl is prima facie justified and warrants a full 
investigation because it is eligible under the Resolution. Panel investigations will continue to 
result in “findings" and the Board will continue to act on investigations on the basis of 
recommendations of Management with respect to such remedial action as may be needed. 

ELIGIBILITY AND ACCESS 

It is understood that the "affected party” which the Resolution describes as “a community of 
persons such as an organization, association, society or other grouping of individuals” includes 
any two or more persons who share some common interests or concerns. 

The word "project” as used in the Resolution has the same meaning as it generally has in 
the Bank’s practice, and includes projects under consideration by Bank management as well as 
projects already approved by the Executive Directors. 

The Panel’s mandate docs not extend to reviewing the consistency of the Bank's practice 
with any of its policies and procedures, but, as stated in the Resolution, is limited to eases of 
alleged failure by the Bank to follow its operational policies and procedures with respect to the 
design, appraisal, and/or implementation of projects, including eases of alleged failure by the 
bank to follow up on the borrowers’ obligations under loan agreements, with respect to such 
policies and procedures. 

No procurement action is subject to inspection by the Panel, whether taken by the Bank 
or by a borrower. A separate mechanism is available for addressing procurement related 
complaints. 
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OUTREACH 

Management will make its response to requests for inspection available to the public within three 
days after the Board has decided on whether to authorize the inspection. Management will also 
make available to the public opinions of the General Counsel related to Inspection Panel matters 
promptly after the Executive Directors have dealt with the issues involved, unless the Board 
decides otherwise in a specific ease. 

Management will make significant efforts to make the Inspection Panel better known in 
borrowing countries, but will not provide technical assistance or funding to potential requesters. 

COMPOSITION OF THE PANEL 

No change in the composition of the Panel is being made at this lime. 

ROLE OF THE BOARD 

The Board will continue to have authority to (i) interpret the Resolution; and (ii) authorize 
inspections. In applying the Resolution to specific eases, the Panel will apply it as it understands 
it, subject to the Board’s review. As stated in the Resolution, “ft]hc Panel shall seek the advice of 
the Bank’s Legal Department on matters related to the Bank’s rights and obligations with respect 
to the request under consideration.” 

October 17, 1996 



95 


1999 Clarification 


1999 CLARIFICATION OF THE BOARD'S SECOND REVIEW OF THE 
INSPECTION PANEL 

The Executive Directors approved today, April 20, 1999, with immediate effect, the report of the 
Working Group on the Second Review of the Inspection Panel, as revised in light of the extensive 
consultations that took place after the report was first circulated. 

The report confirms the soundness of the Resolution establishing the Inspection Panel 
(IBRD Resolution No. 93-10, IDA Resolution No. 93-6 of September 22, 1993, hereinafter “the 
Resolution”) and provides clarifications for its application. These clarifications supplement the 
clarifications issued by the Board on October 1 7, 1 996, and prevail over them in ease of conflict. 
The report’s recommendations approved by the Board arc as follows: 

1. The Board reaffirms the Resolution, the importance of the Panel’s function, its independence 
and integrity. 

2. Management will follow the Resolution. It will not communicate with the Board on matters 
associated with the request for inspection, except as provided for in the Resolution. It will thus 
direct its response to the request, including any steps it intends to take to address its failures, if 
any, to the Panel. Management will report to the Board any recommendations it may have, after 
the Panel completes its inspection and submits its findings, as envisaged in paragraph 23 of the 
Resolution. 

3. In its initial response to the request for inspection, Management will provide evidence that 

i. it has complied with the relevant Bank operational policies and procedures; or that 

ii. there arc serious failures attributable exclusively to its own actions or omissions in 
complying, but that it intends to comply with the relevant policies and procedures; or that 

iii. the serious failures that may exist arc exclusively attributable to the borrower or to 
other factors external to the Bank; or that 

iv. the serious failures that may exist arc attributable both to the Bank's noncompliance 
with the relevant operational policies and procedures and to the borrower or other external 
factors. 

The Inspection Panel may independently agree or disagree, totally or partially, with 
Management’s position and will proceed accordingly. 

4. When Management responds, admitting serious failures that arc attributable exclusively or 
partly to the Bank, it will provide evidence that it has complied or intends to comply with the 
relevant operating policies and procedures. This response will contain only those actions that the 
Bank has implemented or can implement by itself. 

5. The Inspection Panel will satisfy itself as to whether the Bank’s compliance or evidence of 
intention to comply is adequate, and reflect this assessment in its reporting to the Board. 

6. The Panel will determine the eligibility of a request for inspection independently of any views 
that may be expressed by Management. With respect to matters relating to the Bank’s rights and 
obligations with respect to the request under consideration, the Panel will seek the advice of the 
Bank’s Legal Department as required by the Resolution. 
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7. For its recommendation on whether an investigation should be carried out, the Panel will 
satisfy itself that all the eligibility criteria provided for in the Resolution have been met. It will 
base its recommendation on the information presented in the request, in the Management 
response, and on other documentary evidence. The Panel may decide to visit the project country 
if it believes that this is necessary to establish the eligibility of the request. In respect of such field 
visits, the Panel will not report on the Bank’s failure to comply with its policies and procedures or 
its resulting material adverse effect; any definitive assessment of a serious failure of the Bank that 
has caused material adverse effect will be done after the Panel has completed its investigation. 

(i. The original time limit, set forth in the Resolution for both Management’s response to the 
request and the Panel’s recommendation, will be strictly observed except for reasons of force 
majeure, i.c., reasons that arc clearly beyond Management’s or the Panel’s control, respectively, 
as may be approved by the Board on a no-objcction basis. 

9. If the Pane! so recommends, the Board will authorize an investigation without making a 
judgment on the merits of the claimants’ request, and without discussion except with respect to 
the following technical eligibility criteria: 

a. The affected parly consists of any two or more persons with common interests or 
concerns and who arc in the borrower’s territory (Resolution para. 12). 

b. The request docs assert in substance that a serious violation by the Bank of its 
operational policies and procedures has or is likely to have a material adverse effect on the 
requester (Resolution paras. 12 and 14a). 

c. The request docs assert that its subject matter has been brought to Management’s 
attention and that, in the requester’s view. Management has failed to respond adequately 
demonstrating that it has followed or is taking steps to follow the Bank’s policies and procedures 
(Resolution para. 13). 

d. The matter is not related to procurement (Resolution para. 14b). 

c. The related loan has not been closed or substantially disbursed (Resolution para. 14c). 

f. The Panel has not previously made a recommendation on the subject matter or, if it has, 
that the request docs assert that there is new evidence or circumstances not known at the time of 
the prior request (Resolution para. 14d). 

10. Issues of interpretation of the Resolution will be cleared with the Board. 

1 1. The “preliminary assessment” concept, as described in the October 1996 Clarification, is no 
longer needed. The paragraph entitled “ The Panel's Function" in the October 1996 
“Clarifications” is thus deleted. 

1 2. The profile of Panel activities, in-country, during the course of an investigation, should be 
kept as low as possible in keeping with its role as a fact-finding body on behalf of the Board. The 
Panel’s methods of investigation should not create the impression that it is investigating the 
borrower’s performance. However, the Board, acknowledging the important role of the Panel in 
contacting the requesters and in fact-finding on behalf of the Board, welcomes the Panel’s efforts 
to gather information through consultations with affected people. Given the need to conduct such 
work in an independent and low-profile manner, the Panel — and Management— should decline 
media contacts while an investigation is pending or under way. Under those circumstances in 
which, in the judgment of the Panel or Management, it is necessary to respond to the media, 
comments should be limited to the process. They will make it clear that the Panel’s role is to 
investigate the Bank and not the borrower. 
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13. As required by the Resolution, the Panel's report to the Board will focus on whether there is a 
serious Bank failure to observe its operational policies and procedures with respect to project 
design, appraisal, and/or implementation. The report will include all relevant facts that arc needed 
to understand fully the context and basis for the panel's findings and conclusions. The Panel will 
discuss in its written report only those material adverse effects, alleged in the request, that have 
totally or partially resulted from serious Bank failure of compliance with its policies and 
procedures. If the request alleges a material adverse effect and the Panel finds that it is not totally 
or partially caused by Bank failure, the Panel’s report will so state without entering into analysis 
of the material adverse effect itself or its causes. 

14. For assessing material adverse effect, the without-projcct situation should be used as the base 
ease for comparison, taking into account what baseline information may be available. Non- 
accomplishments and unfulfilled expectations that do not generate a material deterioration 
compared to the without-projcct situation will not be considered as a material adverse effect for 
this purpose. As the assessment of material adverse effect in the context of the complex reality of 
a specific project can be difficult, the Panel will have to exercise carefully its judgment on these 
matters, and be guided by Bank policies and procedures where relevant. 

15. A distinction has to be made between Management’s report to the Board (Resolution 
para. 23), which addresses Bank failure and possible Bank remedial efforts, and “action plans,” 
agreed between the borrower and the Bank, in consultation with the requesters, that seek to 
improve project implementation. The latter “action plans" arc outside the purview of the 
Resolution, its 1996 clarification, and these clarifications. In the event of agreement by the Bank 
and borrower on an action plan for the project, Management will communicate to the Panel the 
nature and outcomes of consultations with affected parties on the action plan. Such an action 
plan, if warranted, will normally be considered by the Board in conjunction with the 
Management’s report, submitted under Resolution para. 23. 

16. The Panel may submit to the Executive Directors for their consideration a report on their view 
of the adequacy of consultations with affected parties in the preparation of the action plans. The 
Board should not ask the Panel for its view on other aspects of the action plans nor would it ask 
the Panel to monitor the implementation of the action plans. The Panel’s view on consultation 
with affected parties will be based on the information available to it by all means, but additional 
country visits will take place only by government invitation. 

17. The Board underlines the need for Management to make significant efforts to make the 
Inspection Panel better known in borrowing countries, as specified in the 1 996 “Clarifications.” 

18. The Board emphasizes the importance of prompt disclosure of information to claimants and 
the public, as stipulated in the Resolution (paras. 23 and 25) and in its 1996 Clarifications. The 
Board requires that such information be provided by Management to claimants in their language, 
to the extent possible. 

19. The Board recognizes that enhancing the effectiveness of the Inspection Panel process 
through the above clarifications assumes adherence to them by all parties in good faith. It also 
assumes the borrowers’ consent for field visits envisaged in the Resolution. If these assumptions 
prove to be incorrect, the Board will revisit the above conclusions. 
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TABLE 1 


SUMMARY -Of REQUESTS FOR INSPECTION 

JUNE 30, .2007 
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M'ccvro 

SEmkST.. 

RESKfEHEO. 

IN^ECTiON 
■ fANff. 

«ECOMW»Nd ATSCSM' '• 

: API^OVKO BY ;. 

the sbasi? 

■ PANf'vi ACf'ViTV . 

1 . Nepal: Arun Hi Proposed 
Hydroetectrk: Project. and 
Restructuring of IDA 
Credit 

October 24, 1994 

Yes 

investigation 

Yes 

Eligibility Report and 
Investigation Report 

2. E thiojMS : C empensa tson 
for Ezpropri^fon and 
Extension of IDA. Credits 
to Ethiopia 

May 2, 1995 

No 




3. Tanzania: Power V! 
Project 

May 16, 1995 

Yes 

No investigation 

Yes 

Eligibility Report 

4. Brazil; Rond6nia Natural 
Resources Management 
Project 

June 16, 1995 

Yes 

Snve-stigatson 

No 

Eligibility Report, Additional 
Review report, and Review of 
Progress in Implementation 

5. Chile: Financing of 
Hydroelectric Dams 
in the Blo-Rte River 

November 17, 1995 

No 

~ 

“ 

* 

6. B angtattesh : Jamu na 
Multipurpose Bridge 
Project 

August 23, 1 996 

Yes 

No investigation 

Yes 

Eligibility Report, and Report 
on Progress on l.mpks'nenteition 
of Action Plan 

7 . Argentina/Psrag uay; 

Va cyreii Hydroefcctr ic 
Reject <1S96) 

September 30, 1996 

Yes 

Inwstigation 

No 

Eligibility Report and Review of 
Present Project Problems and 
Assessment of Action Pl a ns 

fe. San glade sht Jute Sector 
Adjustment C redi i 

November 13, 1996 

Yes 

No investigation 

Yes 

Eligibility Report 




1 Nc«ma%, the Panel advfoss the Exe«t«lw Directors and the President when it receives a Rcqs.if.st fo* Inspccrto® that jt aumat process pg It did m the 
Request* u^xrdis'if Chile; Bfo-Bfo Rjxe^ India: NTPC, Second Request, Gamwoaa: i'ipelioe Project, Second Request and Bumwdi.: PufeRe ‘Wbsk* and 
Si(Vjpk>fj»e«t Crearioa Project^ The Inspection Panel received a letter; dtirc-d Aqgyst 2 '.', 1999, stfeo addressed ro the President aad. tfe« Esceewtire Direc- 
wre of the World Bank, .requesting for the second ta»c the '’ifista&ation of an Inspection ftwcl’ to investigate the Inpqrica Resettlement and Irrigation 
Project ist Brazil. Since the Bank’s Jeans for fhfe project were, risen losg closed, the Panel was precluded from processing this Request, Furthociaote, as she 
Request bad been already addressed to the SYeskkm and Executive .Directors, no action on the part of the Panel was necessary. However, stiuse rcg&rd 
this worntporaneoas request as a formal Request fen: ItssjKjetiea that should be added to the Panel's record*. 
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' BEQUEST ft HOST F O B m 

lEQiJEST 

ma:ivto 

stqutoT 

REGISTERED 

panu 

RECOMMENDATION 

: RECd«r4'EH'DA710J4: ; :.': 
APPROVED try 

THL 

;y pj w&ii&Eijs AttrirriY'-V- 


irrigation Project 

March 12, 1997 

Yes 

investigation 

No 

Eligibility Report and 

50. 


Mayl, 1997 

Yes 

investigation 

Yes 

Eligibility Report and Report 
on Desk investigation 


India: Ecodeveiopment 

April 2, 1998 

Yes 

Investigation 

No 

Eligibility Report 


Phase 1 8 of Lesotho 
Highlands' Water Prefect 

May 6, 1998 

Yes 

No investigation 

Yes 

Eligibility Report 


Nigeria; Lagos Drainage 
and Sanitation Project 

June 1 7, 1 998 

Yes 

No investigation 

Yes 

Eligibility Report 

14, 

Brazil: Land Reform 

Project 

December 14, 1998 

Yes 

No investigation 

Yes 

Eligibility Report 

15. 

Lesotho: Highlands 

Water Project. (1999) 

April 26, 1999 

Yes 

No investigation 

Yes 

Eligibility Report 

16. 

China: Western Poverty 
Reduction Project. 

June 18, 1999 

Yes 

Investigation 

Yes 

Eligibility Report .and 

Investigation Report 

17. 

Argentina: Special 
Structural Adjustment 
loan 

July 26, 1999 

Yes 

No investigation 

Yes 

Eligibility Report 

18. 

Brazil Land Reform 
Poverty Allevia tion 

Project,. Second Request 

September 14, 1999 

Yes 

No investigation 

Yes 

Eligibility Report 

19.. 

Kenya; Lake Victoria 
Environmental 
Management Project. 

October 12, 1999 

Yes 

Investigation 

Yes 

Eligibility Report and 

Investigation Report 

20. 

Ecuador: Mining 
Development and 
Environmental Control 
Technical Assistance 
Project 

December 13, 1999 

Yes 

Investigation 

Yes 

Eligibility Report and 

Investigation Report 

21. 

India.: NTPC Power 
Generation Project, 
Second Request 

November 27, 2000 

No 





Chad: Petroleum 
Development and 

Pipeline Project, 
Management of the 
Petroleum Economy 
Project; and Petroleum 
Sector Management 

C apacity-Bui tdi ng Project 

March 22, 2001 

Yes 

investigation 

Yes 

Eligibility Report and 

Investigation Report 


OTjtmww# 
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Social Mitigation Project 

June 21, 2001 

Yes 

Investigation 

Yes 

Eligibility Report and 
investigation Report 


Project, and proposed 

July 27, 2001 

Yes 

Investigation 

Yes 

Eligibility Report, and 
investigation Report. 


Governance Promotion 
Adjustment Loan 

December 6, 2001 

Yes 

No investigation 

Yes 

Eligibility Report 


Parag uayWrgentina: 
Reform Project for 
the Water and 

Tel ecommunica ti on 
Sectors, SE6BA V Power 
Distribution Project 
(Yacyretei 2002) 

May 17, 2QQ2 

Yes 

Investigation 

Yes 

Eligibility Report and 

Investigatio n Report 

27. 

Cameroon; Petroleum 
Development and 

Pipeline Project, and 
Petroleum Environment 
Capacity Enhancement 
■Project 

September 25, 2002 

Yes 

Investigation 

Yes 

Eligibility Report and 
Investigation Report 

28.. 

Philippines; Manila 
Second Sewerage 

Project (MSSF5 

September 26, 2003 

Yes 

No recommendation, 
as the Requesters failed 
to satisfy a procedural 
criterion, that the 

Requesters had brought 
the subject matter to 
Management's attention 
and that in the Requester’s 
view. Management failed 
to respond adequately. 

Yes 

Eligibility Report 

29. 

Cameroon: Petroleum 
Development, and 

Pipeline Project 
(not registered) 

November 26, 2003 

No 




30,. 

Mexico: indigenous 
and Community 
Biodiversity Project 
(COINBIO) 

January 26, 2004 

Yes 

In fairness to ati parties 
concerned, the Panel 
could not take a position 
on whether the Request 
merits an investigation 
and awaits further 
developments. 

Yes 

Eligibility Report 


12 ' 
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and Environmental 

Aprs! 20, 2004 

Yes 

Investigation 

Yes 

Eligibility Report and 


Transport Prefect 

April 28, 2004 

Yes 

investigation 

Yes 

Eligibility Report and 
investigation Report 


India: Mumbai Urban 
Transport Project— 

June 29, 2004 

Yes 




34. 

Pakistan: National 
Drainage Program Project 

September 1 0, 2004 

Yes 

investigation 

Yes 

Eligibility Report and 
Investigation Report 


Burundi: Public Works 
and Employment 

Creation Project 

September 1 7, 2004 

No 




36. 

Cambodia: forest 
Concession Management 
and Control Pilot Project 

January 28, 2005 

Yes 

investigation 

Yes 

Eligibility Report and 
investigation Report 

37. 

Democratic Republic 
of Congo: Transitional 
Support for Economic 
Recovery Credit Operation 
(TSERO) and Emergency 
Economic and Social 
Reunification Support 
Project (EESRSP) 

November 19, 2005 

Yes 

Investigation 

Yes 

investigation Ongoing 

38. 

Honduras; Land 
Administration Project 

January 3, 2006 

Yes 

Investigation 

Yes 

Investigation Report. 

39. 

•Romania: Mine Closure 
and Social Mitigation 
Project 

January 6, 2006 

Yes 

In fairness to 3H parties 
concerned, the Panel 
could not take a position 
on whether the Request 
merits an investigation 
and awaits further 
developments. 

Yes 

Eligibility Report 

40. 

Nigeria: West African 

Gas Pipeline Project 

April 27, 2.006 

Yes 

Investigation 

Yes 

(First) Eligibility Report 
and Final Eligibility Report; 
Investigation Ongoing 

41. 

Brazil; Parana 

Biodiversity Project 

July 10, 2006 

Yes 

No investigation 

Yes 

(Fiist5 Eligibility Report 
and Final Eligibility Report 

42. 

Argentina: Santa Fe 

1 nfrast.ru cft.tr e Project 
and Provincial Road 
infrastructure Proj ect 

August 28, 2006 

Yes 

No recommendation, as 
the Requesters failed to 
satisfy a procedural criterion, 
that the Requesters had 
brought the subject matter 
to Management's attention 
and that, in the Requester 's 
view. Management failed 
to respond adequately. 

Yes 

Eligibility Report 

4.3. 

September 21, 2006 

Yes 




128 


Hie inspection Panel Annual Report 



102 


REQUEST ft 

-HOST FORM) REQUEST 

;A't : : T' i ?; H T 0 v v • ' ^ - -;4 : RECEIVED 

.TT-SgbWST}: 

SECfSTEREO 

INSPECTION 

PANEl 

RECOMMENDATION 

RECOMMENDATJON •••' : 
APPROVED BY 

THE SOAPO 

7 p*mi% ACmfTf:- 

44. Uganda: 

Private Power March 5, 2007 


investigation 

Yes 

Eligibility Report investigator 


jrancha! March 7, 2007 

ted Watershed 
ant Project 

Yes 

In fairness to all 
parties concerned, 
the Panel could not 
take a position on 
whether the Request 
merits aii investigation 
and awaits further 
developments. 

Yes 

Eligibility Report 

46. Albania: f 

! cwer Sector April 30, 2007 

Yes 





ie deration and 
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ANNEX III 

Source: Adapted front World Bank Inspection Panel, Annual Report. July I. 2006, to June 30. 2007 , pp. 
17-20. Reprinted with Permission of the Inspection Panel 


THE INSPECTION PANEL 
PANEL PROCESS 

The Panel's process is straightforward. Any two or more individuals or groups of individuals who 
believe that they or their interests have been or arc likely to be harmed by a Bank-financed 
Project can request that the Panel investigate their complaints. After the Panel receives a Request 
for Inspection, it is processed as follows: 

■ The Panel determines whether the Request is barred from Panel consideration. 

■ If not, the Panel registers the Request — an administrative procedure. 

■ The Panel promptly notifies the members of the Board that a Request has been received and 

sends the Request to them and to Bank Management. 

■ Bank Management has 21 working days to respond to the allegations of the Requesters. 

* Upon receipt of Management’s Response, the Panel conducts a review in 21 working days to 
determine the eligibility of the Requesters and the Request for an Investigation. 

■ The Panel delivers its Eligibility Report and any recommendation on an Investigation to the 

Board for its approval on a no-objection basis. 

• If the Panel docs not recommend an investigation, the Board of Executive Directors may still 

instruct the Panel to conduct an investigation if warranted. 

■ After the Board’s approval of the Panel's recommendation, the Requesters arc notified. 

■ Shortly after the Board decides whether an investigation should be carried out, the Panel’s 

Report (including the Request for Inspection and Management’s Response) is publicly 
available at the Bank's InfoShop and the respective Bank Country Office, as well as on the 
Panel’s Web site ( httn://www.insncclionpancl.oru l. 

■ If the Board approves the Panel's recommendation for an investigation,''’ the Panel undertakes 
an investigation. The investigation is not time bound. 

■ When the Panel completes an investigation, it sends its findings on the matters alleged in the 

Request for Inspection to the Board and to Bank Management for its response to the Panel 
findings. 

■ Bank Management then has six weeks to submit its recommendations to the Board on what, if 
any, actions the Bank intends to take in response to the Panel's findings. 

■ The Board then takes the final decision on what should be done based on the Panel’s findings 

and Bank Management’s recommendations. 


M See Conclusions of the Board's Second Review of the Inspection Panel, paragraph 9: "If the Panel so 
recommends, the Board will authorize an investigation without making judgment on the merits of the 
claimant’s request. . .” See, 1999 Clarification, available at the Inspection Panel’s homepage 
(http://www.inspectionpanel.org) and included in Annex I of this report. 
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■ Shortly after the Board's decision, the Panel’s Report and Management’s Recommendation 

arc publicly available through the Inspection Panel’s Web site and Secretariat, the Bank’s 
InfoShop, and the respective Country Office. 

■ The Panel's Report. Management’s Response, and the press release concerning the Board’s 

decision arc posted on the Panel’s Web site (http://www.inspcctionpancl.org). 

Who may submit a Request for Inspection? 

■ Any two or more persons directly affected by a Bank-supported Project. 

■ Local representatives on behalf of directly affected persons with proper proof of authorization. 

■ Subject to Board approval, a non-local representative (in exceptional circumstances where 

local representation is not available) may file a claim on behalf of locally affected persons. 

■ An Executive Director. 

What are the criteria for recommending an Investigation? 

* The affected party consists of any two or more persons in the borrower’s territory who have 

common interests or concerns. 

■ The Request asserts that a serious violation by the Bank of its operational policies and 

procedures has, or is likely to have, a material adverse effect on the Requester. 

■ The Request asserts that its subject matter has been brought to Management’s attention and 

that, in the Requester’s view, Management has failed to respond adequately in demonstrating 
that it has followed or is taking steps to follow the Bank’s policies and procedures. 

■ The matter is not related to procurement. 

■ The related loan has not been closed or more than 95 percent disbursed. 

• The Panel has not previously made a recommendation on the subject matter or, if it has, the 

Request asserts that there is new evidence or circumstances not known at the time of the 
previous Request. 
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ftrefihss ' * — 
if YES 


Inspection Panel Eligibility Phase 


Panel receives Request tor Inspection. 

i 

Is -- Request -Imohus or ttoanV ■' 
mtskk the Panel's mandate? 


if NOT 


Panel registers Request, sends Request to 
Bank Management and Informs Board. 

I 

Panel receives Management Response to 
Request within 21 working days 

l 

Pane! determines ilgtollity of Requesters and 
Request Evatees Management Response. 

I 

Panel visits Prelect area 

Panel Issue Eligibility Repot within 21 
working days including a recommendation 
on whether to Investigate. 

4 

Board airthartssWos not authorize an 
Investigation on no-objection basis. 

1 

Panel's BigMlSy Report, Management 
Response, Request and content o! Board 
decision are made public. 


Inspection Panel investigation Phase 
If Board authorizes an investigation 

I 

Chairperson' appoints one or more lead 
inspectors. Panel initiates headquarters 
■work: selection of experts and consultants; 
collection of official and unofficial documents; 
and interviews with staff and consultants. 

I 

Panel conducts faa-findtog in Project Area. 

r 

Panel deliberate and determines 
facts and compliance with 
Bank policies and procedures, 

I 

Panel submits Investigation Report: 
to the Board and the Banks President, 

l 

Bank Management has six weeks to 
submit Its Report and Recommendations 
in response to the Panel's findings. 

+ 

Board meets to discuss Panel findings ’ 
and Management Recommendations 
and makes decision. 

\ 

Panel’s Investigation Report Management’s 
Recommendations, and content of 
Board decision are made public 


35 
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GLOBAL UNIONS 

1TUC, GUFs, TUAC 

Washington Office 
888 16* St. NW Ste. 400 
Washington DC 20006 
Pel: (202) 974-8120/21 Fax: (202)974-8122 


June 17,2008 



Dear Colleague, 

Last Thursday the World Bank’s Independent Evaluation Group (IEG) issued a report on the 
World Bank's highest circulation publication, “Doing Business” (DB), and heavily criticized its 
deregulatory bias, the Sack of rigor and transparency in the way the data is compiled, and the fact 
that “DB's assertive marketing strategy” (p, 53) is based on “overstated claims of the [DB] 
indicators’ explanatory power” (p. 52), notably false claims of causality between the DB 
indicators and a variety of economic outcomes. 


DB ranks countries according to indicators which purport to measure countries’ “ease of doing 
business,” and asserts that countries that do away with labor-market and other types of regulation 
will make their economies more attractive to investors. 

In particular, the IEG report on Doing Business determined the following: 

• this evaluation found no statistically significant relationships between the ... DB 
indicators and growth rates” (p. 6) 


• “No significant association emerged between ... [the DB indicator on] employing workers 
and employment” (p. 6) 

• "... recent analysis found no significant relationship between reforms as measured by changes 
in the DB indicators and aggregate investment and unemployment rates” (p, 6) 

The International Trade Union Confederation and its predecessor organizations complained to 
the World Bank since shortly after the first edit ion of DB was published in October 2003 that the 
Bank was using DB to push governments to deregulate labor markets, that DB-inspired reforms 
harmed workers, and that DB had never shown any credible link between its indicators and 
positive economic outcomes. 

Beginning in 2007, the International Labor Organization (ILO) prepared a number of detailed 
analyses which came to similar conclusions. Both the 1TUC and ILO also pointed out that by 
rewarding countries that had eliminated workers’ protection, DB frequently gave its best scores 
to egregious violators of workers’ rights. 
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Although the IEG only undertook a limited analysis of DB’s “Employing Workers” indicator, it 
acknowledges the indicator’s inherent bias because it “measures costs but not benefits of 
regulation or other dimensions of labor market flexibility” (p. 32), a point repeatedly made by 
the ITUC and ILO. The IEG also notes that the high-ranking countries for employing workers 
“include a surprising number of small island states” (p. 32) that have almost no labor regulations. 

The IEG opines that DB's assertion concerning the indicators’ consistency with core labor 
standards is “generally valid,” but it finds that some DU labor indicators in the area of 
termination of employment “are consistent with the letter, but do not reflect the spirit, of the 
relevant ILO provisions” (p.33). 

At the launch of the IEG report Thursday in Washington, former World Bank chief economist 
Francois Bourguignon, who retired last year, strongly supported the IEG’s critique of DB and 
emphasized DB’s absence of rigorous analysis, its misleading use of country rankings, and the 
fact that DB’s advice contradicts other World Bank perspectives. During the discussion, most of 
the specific criticism focused on DB’s “Employing Workers” and “Paying Taxes” indicators. It 
was pointed out that the latter indicator, which penalizes countries according to the level of any 
kind of mandated payment companies must make - including pension, social security, health and 
safety and maternity contributions - gave the best rankings to tax havens and oil states. 

The IEG report also notes the lack of rigor of DB’s data compilation system, which essentially 
relies on reports submitted, without verification, by corporate law firms. The report notes that 
data arc frequently erroneous and substantially modified from year to year without any form of 
explanation, something that the ITUC has also noted in its critiques. 

The recommendations formulated by the IEG are modest compared to the indictment of DB’s 
deeply flawed methodology and unjustified use of the indicators. The report calls for DB to 
change its data compilation method, increase transparency, “be clear about the limitations” (p. 

54) of the indicators and reform some of them. It may be noted that the IEG is “independent” in 
that it reports to the World Bank’s executive board rather than to Bank management or other 
departments. However IEG is part of the Bank's structure and IEG staff often rotate in and out of 
jobs in other Bank departments. 

Although the highly polemical lead author of DB was recently moved out of his post, perhaps in 
anticipation of the IEG report, the strongly critical report docs not appear to have slowed down 
the Bank in its hyping of DB. Earlier last week the Bank gave out its annual “Doing Business 
Reformers Club” awards to the top ten reformers for 2008. This year’s best reformer was Egypt, 
inheriting the crown from last year’s champion, Georgia, which won its award because it did 
away with most of its labor regulations. Runners up among the top ten DB reformers of 2008 
inelude Macedonia, Colombia, Saudi Arabia and China. 

Best regards, 

Peter Bakvis 

Director, ITUC/Global Unions - Washington Office 
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A$ Friday, June 13, 2008 


THE WALL STREET J0LRNAL. 

JWfeta* jjp* 1BS3 b 9 DOW JOSES d COHfiiST 


Report on World Bank 
Sees Deregulation Bias 


By Bob Davis 


WASHINGTON— -The World 
Bank’s flagship effort to encour- 
age poor nations to slash business 
regulation' is deeply flawed, the 
bank's in-house watchdog re- 
' ported, reflecting a growing di- 
vide within the bank about how 
best to boost development. . 

- Since 2003, the bank's private- 
sector arm, the International Fi : 
nance Corp., has produced an an- 
nual series of indicators ranking 
countries on the ease of doing busi- 
ness, including starting a busi- 
ness, getting credit, laying off 
workers and registering property. 
Countries vie to become one of the 
'Doing Business” report's "top re- 
formers,” by slashing regulations 
and rewriting laws in a way that 
will boost their rankings. 

Lastyear, Egypt used its top-re- 
former status as part of a pitch for 
more investment abroad and as re- 
inforcement for policy makers 
who want to hack away at decades 
of regulations from Egypt's social- 
ist past. Developing nations com- 
pete with each other to move up 
on the rankings of 17S nations, fig- 
uring that a better ranking will 
mean additional investment and, 
ultimately, economic growth. 

But a critique by the bank's In- . 
temal Evaluation Group, which 
doesn’t report to the bank's man- 
agement, said the Doing Business 
survey is biased toward deregula- 
tion and hypes its results. The 
watchdog report also said there 
was "no statistically significant re- 
lationship” between the indica- 
tors and growth rates. 

"Because most of the indica- 


tors presume that less regulation 
is better,” the watchdog report 
said, "it is difficult to tel) whether 
the top-ranked countries have 
good and efficient regulations of 
simply inadequate regulation.” 

Victoria Elliott, the report's 
lead author, said countries get 
higher scores if their tax rates are 
low— giving tax havens like the 
Maldives inflated rankings. 

Within the bank, the watchdog 
report has deepened resentment 
of the Doing Business indicators, 
which gets the attention of media 
and top policy makers globally. 
The bank's governing board, which 
usually doesn't take up Internal 
Evaluation Group reports, met for 
four hours to discuss this report. 

Bank officials say that France 
especially has long been opposed 
to the indicators, whichit feels are 
biased toward a U.5. or British 
model of deregulation. (French- 
speaking African nations gener- 
ally domore poorly in ranking than 
English-speaking Africa.) France’s 
representative on the governing 
board declined to comment A num- 
ber of big developing nations, in- 
cluding India, also are skeptical of 
indicators in general because they 
may rank poorly on some listings. 

. Michael Klein, Site IFC’s chief 
economist, says that Doing Busi- 
ness generally takes the view that 
unwieldy business regulation has 
hampered development in many 
impoverishednations and that pol- 
icy makers should be encouraged 
to liberalize the economy. That 
lias largely been the mantra of de- 
velopment officials since the early 
1990s. For instance, countries get 
good marks if it is easier to lay off 


Top Reformers 

How governments highlighted 
by the 'Doing Business' report 
in 2007 have fared in attracting 
investment ■ 

Change in foreign direct 
investment stocks between 
2003 and 2006 


Bulgaria 
Croatia 
Saudi Arabia 
Georgia 
Colombia 
' Egypt: 
Macedonia 
Ghana! 



Sources: World Sank; United Matrons 


workers, because the IFC figures 
. employers will be quicker to hire 
staff if they know they aren’t stuck 
with them during downturns. 

“Flexible labor markets tend to 
be good for people who don’t have 
jobs,” said Mr.,K3em. "More rigid 
markets are more favorable to peo- 
ple who already have jobs. In 
emerging markets, labor-market 
rigidity is very high." 

But many poor countries have 
grown skeptical of market-ori- 
ented solutions, feeling that they 
have helped mostly elites in rich 
andpoornations.Tbewatchdogre- 
port reflects more of that point of 
view. It argues, for instance, that 
the indicators aren’t consistent 
with the "spipt" of Internationa] 
Labor Organization agreements, 
because “it glvesTow scores to 
■ countries that have chosen poli- 
cies for greater job protection." 

Vlnod Thomas, the lEG’s direc- 
tor-general, says the report doesn’t 
have an ideological point of view 
butrathertriestn weigh therigor of 
the Doing Business indexes. 
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ASSISTANT SECRETARY 


DEPARTMENT OF THE TREASURY 
WASHINGTON, D c 


The Honorable Barney Frank 
U S. House of Representatives 
Washington, DC 20515 

Dear Chairman Frank: 

Thank you veiy much for the opportunity to testify before the Committee on Financial Services 
last week on the Administratioh’s request for authorization for replenishment of the Internationa! 
Development Association (IDA) and the African Development Fund (AfDF) We appreciate the 
strong interest of the Committee and look forward to our continued work together to help ensure 
the effectiveness of these institutions in delivering concrete results for many of the wor ld’s 
poorest people. I wanted to respond in writing to questions raised by several members of the 
Committee during the heai ing . 

Representatives Scott and Green made an impassioned case for increased assistance to places 
where there is great need and hardship, in patticular about what IDA is doing to address the 
water crisis in Rwanda and the needs of the people of Haiti, including the current food crisis. 
Representatives Moore and Cleaver raised concerns about conditionality in World Bank 
assistance, notably in Afghanistan, and about the availability of World Bank’s database of loan 
conditions to the public 

Rwanda 

Last December, IDA concluded a 7-year, $20-mi!lion Rural Water and Sanitation Project 
(RWSSP). The project provided access to improved water services to over 400,000 Rwandans. 

In addition, IDA financing and policy advice assisted Rwanda’s government to increase direct 
financing from the national budget for district water supply projects, from $2 million in 2006 to 
$7 million in 2007 As one component of a $70-million grant, IDA is also helping the Rwandan 
government implement a plan to increase the number of households within 500 meters of an 
impr oved water source, from 63 percent to 80 per cent by 2010 

Haiti 

The United States has strongly supported MDB reengagement in Haiti Since 2004, the MDBs 
have provided loans or grants of nearly $600 million and both the MDBs and the IMF are 
currently devoting significant resources to Haiti For example: 

• IDA has provided $82 million in grants to Haiti through the first half of 2008 . 

• Last month, IDA approved a $10 million grant from the new Global Food Crisis Facility, 
providing financial support to the Haitian government’s food-related social programs 
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• IDA is also providing technical assistance to improve the targeting and transparency of 
the price subsidy program and to develop a medium-term solution for improved 
agricultural productivity 

• The Inter -American Development Bank (IDB) is providing up to $50 million in grants to 
Haiti each year from 2007 through 2009 In addition, the IDB provided a $12 5 million 
grant and authorized the disbursement of US$14.5 million from a previously approved 
soft loan to support the Haitian government’s efforts to pursue poverty reduction in the 
face of soaring global food prices 

• The IMF is providing approximately SI 09 5 million to Haiti over three years of which 
about $27 million will be disbursed in fresh money by Tune 20th 

In addition to the efforts of the multilateral development institutions, the Bush administration has 
been an extremely strong supporter of Haiti bilaterally USAID recently increased Haiti’s total 
assistance package to an estimated $ 1 28 million for 2008 and the US Government has 
undertaken such specific actions to address the food crisis as: 

• Providing $45 million in Emergency Title II commodities; 

• Reprogramming $14 5 million to short-term job creation programs, including Si million 
to the International Office for Migration (IOM) for an agricultural development program; 
and 

• Providing $150,000 in International Disaster Assistance Funds for emergency seeds ana 
tools 

Conditionality in Afghanistan Projects 

There was a concern raised at the hearing about conditionality in Afghanistan regarding 
privatization As I mentioned, it will be very important for Afghanistan to have a thriving 
private sector However, our understanding is that the Bank has not insisted on a single 
privatization but has provided technical advice in the development of a carefully prioritized 
approach to dealing with state-owned enterprises Conditionality focus ed not on s pecific 
p rivatizations but rather the preparation of the list of state-owned enterprises, w ith the 
gove rnme nt determinin g which would'remain in stale hands and which it recommended for 
divestiture The first 2T state-owned companies to be privatized are currently inactive and no 
longer employ anyone, so that privatization effectively means the sale of real estate and 
equipment Where the government has chosen to retain ownership, the Bank is working with 
the authorities on possible restructuring to minimize losses to the budget Afghanistan collects 
just over 7 percent of its GDP in revenue - low even by standards of fragile states and simply 
unsustainable - leaving no room for the government to focus on anything more than the most 
basic of service provision 

Conditionality Database 

As you know, under the leadership of Presidents Wolfcnsohn, Wolfowitz, and Zoellick, the 
World Bank has significantly increased its transparency and accountability, both to the people it 
serves and to its donors, making publicly available country covenants, loan agreements, and 
investigative reports on project implementation as well as corruption allegations 
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The Woild Bank’s database of loan conditions is not available on the institution’s public website, 
in pait due to its size but also technical requirements of maintaining frequent updates Instead, 
the Woild Bank has made the database available on a CD ROM upon tequest Also, the loan 
documents, from which the conditionality data aie pulled, are all available on the World Bank’s 
public website 

Thank you again for youi support of strong US leadership in the multilateral development 
institutions. Please feel free to contact my office with any further questions 


Since] ely. 



Cc: Representative Spencer Bachus 

Representative David Scott 
Representative A1 Green 
Representative Gwen Moore 


O 



